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Good earnings for the telephone company have 





a way of being good for the customer, too 








Ey erybody has problems. One of ours is 
the rather widespread belief that the sure 
way to low telephone rates is to keep the 


company’s earnings as low as possible. 


This fact is receiving increasing recogni- 
tion by the commissions which regulate tele- 
phone rates and earnings. But it is not 
somcthing that concerns the commissions 


alone. It needs vour understanding, too. 


Regulation can only work best in the inter- 
est of all when it is free to act in the interest 


of all on the basis of cconomic facts. 


Authorizing good carnings for the tele- 
phone company requires wisdom and fore- 
sight and sometimes calls for a high degree 
of political courage. Such action, however, 


in the Jong run will return the greatest valuc 














to the public. 

Attractive as this may seem at the mo- 
ment, it has distinct hazards for the tele- Fortunately, from the standpoint of the ; 
phone user. Handcuffing the company limits individual telephone user, our increased rate / 
progress and long-range economies, and will needs, where required, are small. They usu- 
lead to poorer service at a higher price than ally come to not more than a few cents a day 

; 
the customer would otherwise have to pay. on the average customer's bill. 
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The Trend of Events 


LOOKING FOR A DE GAULLE . It takes the right 
<ind of leadership to win victories, whether it be 
m the battlefield, in the market place—or in the 
ialls of government. There is a French saying “Con- 
fidence should arise from beneath and leadership 
lescend from above.” 

Certainly, the answer to a sound decision in 1960 
does not lie in picking a man because of his party 
affiliation, or on the emotional absurdity of a protest 
vote—fer the outcome of today’s economic and fin- 
ancial disorder will depend on the unswering faith 
and confidence the people have in the integrity and 
judgment of the man chosen to be the head of our 
government, 

Do the Republicans or the Democrats have such 
a candidate? This is the time to find out. However, 
the current election, in which we can expect poli- 
tically organized protest votes, will not give us the 
answer. 

Too many forget that the 


at home and abroad. We add the “abroad” because 
Dean Acheson was just as inadequate and made at 
least as many mistakes as John Foster Dulles. 

The Democratic Party is just as barren of top- 
level presidential timber, with the additional weak- 
ness that their socialistic approach to economics 
attracts the impractical idealists—the most vocifer- 
ous crackpots—pinkos and extremists—as well as 
the radical elements in the labor movement, which 
has reached dangerous proportions. 

The best man I ean think of as exemplifying true 
leadership is General Douglas MacArthur but 
politics automatically rules him out because of his 
age even though Winston Churchill, while in 
his 70’s, raised Britain by her boot straps, and 
Conrad Adenauer, now in his 80's, lifted Germany 
out of the rubble to prosperity. The only other man 
that I believe possesses leadership potential to- 
day is Richard Nixon. And I say this regardless of 

party, because I happen to be 





Republicans took over a tough 
job when they came to power 
at the beginning of 1953. 
Their handicaps have been 
enormous. They were saddled 
with a huge debt and high 
level government spending fer 
defense, and to maintain our 
economy too—plus a danger- 
ous political situation inherit- 
ed from the Democrats, both 


tomorrow’s 
regular feature. 





We call the attention of the reader to 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and business men. To keep 
abreast of the forces that may shape 
markets, 


an independent. 

Early in 1952, readers ma\ 
remember that we called for 
the nomination of Dwight D. 
Eisenhower and a young vice- 
president who could be train- 
ed to fill the presidential post 
8 years later. Mr. Nixon has 
2 more years to prove himself. 

He not only demonstrated 

(Please turn to page 102) 
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By Michael Stephen 


SIGNIFICANT TRENDS EMERGING FROM 


INTERNATIONAL 


7 FINANCE ministers of sixty - eight 

countries have just left New Delhi after spend- 
ing the better part of a week discussing ways and 
means of improving the world’s economic balance. 
The occasion was the annual meetings of the World 
Bank (International Bank for Reconstruction and 
Development) and the International Monetary 
Fund, the organizations founded toward the close 
of World War II to promote world trade, economic 
development and currency stability in the postwar 
years. It is here that the subtle shifts in national 
economic policies which may affect the course of 
international affairs for decades are discussed and 
weighed. 

This year much of what happened at the Bank 
and Fund meetings was expected. Thus, it surprised 
no one that the perennial proposal to increase the 
U. S. dollar price of gold was once more advanced, 
only to be rejected again. There was also no sur- 
prise in the proposals to increase member-country 
subscriptions to the World Bank and Fund to in- 
crease their lending capacity. But what was sur- 
prising was the frosty reception given to the U. S. 
sponsored plan for an International Development 
Association to make “soft” loans in dollars to 
countries otherwise unable to borrow. 


No Raise in Gold Price 


It was no coincidence that Finance Minister J. F. 
Naude of South Africa put the conference on notice 
that boosting the price of gold was the easiest and 
most logical way of making an imperative expan- 
sion of the world’s stock of gold. South Africa is the 
free world’s largest gold producer. And Sir Arthur 
Fadden, who quickly supported Mr. Naude’s pro- 
posal, represented Australia, another major gold 
producer. 

Despite general interest in the problem of inter- 
national liquidity, sentiment for an increase in the 
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MONETARY CONFERENCE AT NEW DELF! 


price of gold was far from strong. Such skepticisn 
was to be expected in view of the fact that the I- 
ternational Monetary Fund’s staff experts in mii- 
September had released a 104 page study on Jnte - 
national Reserves and Liquidity which concluded 
that: “There is no proven need for any abrupt in- 
crease in the volume of current gold production or 
in its monetary value by an increase in the price of 
gold. A measure of that kind might even detract at- 
tention from the real monetary problems of re- 
storing and maintaining a proper balance in the in- 
dividual economies, and in their relations with one 
another, and of strengthening the international! 
credit system.” 

-Furthermore, everyone knew that the U. S. posi- 
tion was firmly against an increase in the dollar 
price of gold. Treasury Secretary Robert B. Ander- 
son restated the official U. S. position unequivocal- 
ly: “I should make it clear that my Government 
firmly adheres to the position that the price of gold 
in U. S. dollars should remain unchanged.” This is 
a view that has been uncompromisingly championed 
by Republican and Democratic Administrations 
alike. 

The U. S. position rests partly on the idea that 
the benefits of a gold price mark-up would go main- 
ly to countries which already have large gold re- 
serves or which are large gold producers, not to 
the countries which need currency reserves most 
(It may be noted that the Soviet Union, hardl) 
in need of aid from the U. S., is a major gold pro 
ducer, has large gold reserves, and would be a lead 
ing, if not the main, beneficiary of a write-up in the 
dollar value of all existing gold stocks.) 

But the main objection to increasing the price 
of gold is that it would be inflationary. It needs t 
be remembered that the last time we increased the 
price of gold, from $20.67 to $35.00 an ounce, the 
purpose was to raise prices generally. However ap. 
propriate that was in a time of unprecedented busi- 
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ness depression, there is no sound argument for it 
in an age of inflation. We will have enough trouble 
coping with inflation pressures without reinforcing 
them with an increase in the price of gold. 


Why the Increase in IMF Lending Power 


There was overwhelming approval for another ap- 
proach to the problem of increasing international 
lijuidity—tthe U. S. sponsored proposals to expand 
the lending power of the International Monetary 
Fund and World Bank by raising the contributions 
required of all members. The delegates left open, 
for later decision, the question of how much of an 
i; crease there should be in IMF quotas. Britain 
s .ggested a 50% raise, from $9.1 billion to $13.5 
b lion, and, informally, in the corridors, there was 
a general understanding that the United States 
vould go along with this. A 50% raise would cost 
true U. S. $1,375 million more, though the actual 
c ish would not be taken until needed to cover mem- 
ber nations’ borrowings. 

The merit of this approach is that the increased 
strength of the IMF would encourage world trade 
and investment even though the funds were not 
crawn upon. They would simply be there to assure 
taat a sudden crisis, such as the Suez flare-up in 

956, would not disrupt the world’s monetary 

tructure. 

The delegates also voted to increase subscriptions 
‘o the World Bank. Britain and Canada favored a 
00% increase in the $9.3 billion current capitaliza- 
ion. This would raise the U. S. subscription by 
83,175 million but only 2% or $63.5 million would 

eed to be paid in gold. Another 18% could be paid 
n a member nation’s own currency (dollars for the 
U. S., pounds for the U. K., and francs for France). 
Che remaining 80% of the increase in subscriptions 
would simply be a pledge to make good World Bank 
iabilities if necessary. It is these pledges, in addi- 
tion to gold and own currency subscriptions, which 
snables the World Bank to borrow all over the 
world the funds which it then relends. 

The World Bank currently has more than $114 
billion of its bonds outstanding. It has floated loans 
in all the major money markets of the world—New 
York, London, Toronto, Zurich and Amsterdam— 
to raise U. S. and Canadian dollars, British pounds, 
Swiss francs and Dutch guilders to relend in the 
capital hungry underdeveloped nations. More than 
$214 billion World Bank loans are helping to build 
railroads and power stations, irrigate crop lands, 
increase fertility and raise crop yields. 


Realism to Guide Development Agency 


The most significant aspect of the New Delhi 
meetings was the lack of any action on the U. S. 
proposal for an International Development Agency 
to make loans to nations unable (or unwilling) to 
borrow in the private capital markets or from the 
World Bank. This was an idea advanced originally 
by U. S. Senator Mike Monroney and endorsed by 
President Eisenhower in August as a “useful sup- 
plement” to the World Bank which could “accele- 
rate the pace of economic development in the less 
developed member countries of the Bank.” The De- 
velopment Association would “finance development 
projects on the basis of long term loans at reason- 
able, low interest rates, repayable in whole or in 
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part in local currencies.” Critics described the plans 
as little more than an organized method of exchang- 
ing good money for bad. 

Western European nations which, along with the 
United States, would supply the capital for the De- 
velopment Association made it perfectly clear that 
they were not willing to advance funds for projects 
which could not meet the tests of credit-worthiness 
applied by the World Bank. These tests, European 
money experts, point out, are not meant to embar- 
rass or hamper borrowing nations but rather to in- 
sure the most productive use of the world’s scarce 
supply of capital. 


India’s Emotional Demands 


Statesmen representing underdeveloped nations 
often slight the cost and diffculties of raising capi- 
tal and prefer to concentrate on the needs to ac- 
celerate economic progress and the value of a free 
hand in spending borrowed funds. Thus, Prime 
Minister Nehru of India told the delegates at New 
Delhi that newly independent Asia is like an “un- 
leashed giant” which “wants to make good. It does 
not want to continue as a starving continent or a 
starving country which is living on the verge of 
subsistence or existence.’”’ Nehru warned that the 
new Asia “naturally does not propose to behave 
as when it was in leash, either in the political do- 
main or the economic domain...” It “prefers to 
make mistakes and stumble and fall and rise up 
rather than be pulled and pushed hither and 
thither.” 

What this view ignores is that the industrialized 
nations too were once underdeveloped and if they 
want to accompany their aid with a little advice 
what Nehru called “pulling and pushing’— it is 
advice that represents a distillation of hard-earned 
experience. It hardly seems reasonable for India 
or any other underdeveloped nation to insist on re- 
peating mistakes made generations ago in the 
United Kingdom, France or the United States. 





West Germany Lays It On the Line 


West German Economics Minister Ludwig Er- 
hard told the Indians bluntly that business men in 
his country are eager to share the capital, experi- 
ence and initiative if they are permitted to put into 
practice the ideas which helped produce the Ger- 
man miracle. But they are not willing to merely 
hand over slowly accumulated capital if it is to be 
ineffectively dissipated in giving inexperienced gov- 
ernment administrators lessons in centralized eco- 
nomic planning. 


Eugene Black Speaks Up Too 


It must be remembered that the world’s stock of 
capital is limited. As World Bank president Eugene 
Black said: 

“I cannot accept a claim on the limited supply of 
international development capital which merely de- 
mands relief for a government from the unpleasant 
and politically unpopular necessity of putting its 
own financial and economic house in order. I par- 
ticularly cannot accept a claim when it is supported 
only by arguments completely irrelevant to develop- 
ment needs—by appeals to sentiment or by exploita- 
tion of a strategic (Please turn to page 102) 
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Market Values Distorted by Fund Buying 


Demand for institutional-grade stocks remains strong at prices discounting the future 
both generously and far ahead. In the other parts of the market, as also in the principal 
foreign markets, the speculative fever subsides only momentarily so far. Risks are con- 
siderably increased, and those who think the sky is the limit will pay heavily for their 


imprudence. 


By A. T. MILLER 


Ix a boiling market, price movement both 
up and down has been sharp and fast during the 
past fortnight, with the range on an intraday mea- 
surement about twice as wide as that shown by 
the daily closing levels of the averages, this is typic- 
al of gyrations at highly-advanced stock prices in 
an increasingly speculative market. 

The industrial average reached another new all- 
time intraday high of 549.71 on October 14, extend- 
ing the maximum rise since early last April to 112.46 


MEASURING MARKET SUPPORT 


CONSTANTLY SHIFTING SUPPLY & LEMAND 
PRODUCES THE FLUCTUATIONS” THE MAGAZINE OF WALL STREET 1909 
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points. By about midway in the session of October 
16, before rebounding into a full recovery, it had 
fallen 20.29 points, quickly canceling 18% of the 
rise from the April 7 low. Rail performance wa; 
closely comparable with that. 

The fact that sizable price concessions swift! 
attracted buyers gave another boost to the prevai 
ing optimism, a renewed surge of the speculative 
fever. Still more people are now sold on the idea 
that there is no great risk in this market and tha 
the sky is the limit — although it neve 
has been and never can be. The presen 
mood suggests some near-term exten 
sion of upward tendencies. It could sti! 
be of relatively limited over-all scope— 
if the fundamentals of stock valuatio1 
are not going to be completely ignore: 
— and lead to another and more exten 
sive shakedown within coming weeks 
quite possibly followed by trading- 
range fluctuation for some months and 
by materially altered patterns of selec 
tivity. 


Possible Disappointment Ahead 


There can be no debate on the propo- 
sition that the market has run far ahead 
of the recovery in business activity and 
corporate earnings; and that it is put- 
ting extraordinary, almost psychotic, 
emphasis on the idea of future inflation. 
260 despite the fact that overall commodity 
prices show no upward tendencies and 
are not likely to, within the presently 
foreseeable future (because of huge sur- 
pluses) and despite the fact that the 
inflationary motivation in consumer and 
business spending is still under control. 
There can also be no debate on the 
proposition that price-earnings ratios 
and dividend yields — the traditional 
yardsticks of values — are at levels 
seen in the past only around top areas 
of mature bull markets. 

Within limits, varying with mercurial 
market hopes or fears, the yardsticks 
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ketplace continue to restrain prices. 

Bear in mind that the popular consensus on the 
yusiness outlook is usually wrong. The consensus 
in the early 1958 months was that the recession 
probably was near its termination, but that the 
recovery would be slow. Instead, the initial rebound 
was surprisingly fast, assuming a V-type trend for- 
mation. Hence, the present consenus is that fast 
recovery will continue, and that complete recovery 
is not many months ahead. 

While this view remains to be tested by events, 
we are inclined to take it with a large grain of 
salt. The recovery seems bound to slow down — 
indeed it already has in some key respects and 
there could be partial relapses ahead, changing the 
V-pattern to more of a W-pattern, and confirming 
our tentative view that business activity and cor- 
porate earnings will remain below boom levels in 
much, it not all, of 1959. 

Consumers are saving income at a high rate, with 
little stepping up of purchases of goods. The pre- 
viously hoped-for shift in business inventory policy 
from liquidation to accumulation has still not de- 
veloped, since supply and price factors give pur- 
chasing agents no urge to stock up beyond nearby 
production needs. No renewed upsurge of any signi- 
ficance in outlays for new plant and equipment is 
in sight. The limited recovery in housing activity 
is threatened by tightening mortgage-credit condi- 
tions. The public response to the 1959-model auto- 
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spending is likely to start flattening out by the 
end of this year or early in 1959. 

As regards the speed of the recovery, note that 
the Federal Reserve Board’s index of industrial pro- 
duction rose 8 points in four months through July, 
but only 3 more points in August and September 
Note also that the rise in manufacturers’ new or- 
ders has slowed; and that reported total September 
sales of retail stores were off from August and from 
a year ago. 

You are told that the supply of stock available is 
restricted because the capital gains tax inhibits 
selling, and because the high corporate tax rate 
makes bond financing more attractive to manage- 
ments than the issuance of additional shares of com- 
mon stock. But there is nothing new in this, and 
it has not precluded market declines or shakedowns 
when, for whatever reasons, investors become scared 
or cautious. 

On the demand side, the most potent single new 
factor is the sharply accelerated 1958 growth of 
mutual funds. It has added to the over-valuation 
of many popular stocks. This demand is concentra- 
ted in a minority of issues, especially in the totally 
new funds put into Big-Name stocks of Blue-Chip 
type. It will not be as endless and steady as some 
imagine, since there must be limits to investment 
over-valuation. Institutional-grade stocks move in 
line with the industrial average, now up about 25% 
from its 1958 low. (Please turn to page 102) 
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KEYS 
TO 1959 
BUSINESS 
OUTLOOK 


by Roger Wallace 


* BUSINESS activity now has been rising rapid], 
for several months, reflecting primarily the in- 

itial thrust from a number of governmental stimul! 

The secondary thrust, to put business recover) 
“into orbit,” must come from non-governmenta! 
stimuli or what often are called the “natura! 
forces” of recovery. It has been amply demon- 
strated that governmental activities can turn the 
tide of business recession. The bottoming out of the 
downturn last Spring occurred months before most 
economists had anticipated it. 

But, Washington cannot be counted upon to turn 
the ‘initial recovery from recession into a new 
business boom. The recovery, already beginning 
to lag a little here and there, could fizzle out within 
a matter of months in the absence of (1) a sub- 
stantial increase in demand for new automobiles 
(2) maintenance of Washington-inspired high level 
residential construction activity and (3) a signifi- 
cant upturn in business expenditures for new plant 
and equipment. 

The truth of the matter is that there is sufficient 
uncertainty over the outlook for these three pri- 
mary requisites of full recovery to create consider- 
able doubt as to the general business outlook for 
1959. 


Natural Optimism 


Business men, vocally at least, are becoming in- 
creasingly optimistic over 1959 prospects. 

It must be borne in mind, however, that it is the 
natural function of business men to be optismistic. 
The pessimist cannot stay in business for long. 

As a matter of fact, only economists—thie prac- 
tioners of the “gloomy science’’—can afford to be 
pessimistic or, to put it another way in the present 
instance, to subject to critical analysis the abun- 
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dantly optismistic “forecasts” stemming from 
business spokesmen. 

Numerous government officials as well have not 
been reticent in contributing their bit to the tide 
of optismistic sentiment, even though they may 
have been conspicuously silent when business was 
sliding down hill last year. 

Official optimism always must be suspect, par- 
ticularly in an election year. If one were to be hy- 
percritical, he might be inclined to consider the 
possibility that much of the governmental stimuli 
to business, which were so successful as to turn the 
economy up long before general expectations, were 
cesigned to influence the November election out- 
come. 

Such suspicions probably are unjustified, al- 
though there is no doubt that the opposition party 
!as resorted to such tactics when it was in power 

1 the past, only to cut back on the stimuli when 

1e elections were over. 


initial six month period of recovery from reces- 
sion, the rate of gain in business activity invari- 
ably has slowed down substantially. 

The National Bureau studies point up the de- 
pendence of the general business outlook for 1959, 
on the status of automobile sales, residential hous- 
ing construction, and capital spending. 


Automobile “Forecasts” 


Spokesmen for the automobile industry have 
been raising their sights during the past few weeks 
on probable new car sales in 1959. They now are 
talking of selling 6 to 644 million cars next year, 
and it is extremely interesting to note that these 
industry “forecasts” are being seized upon as indi- 
cative of a big year for general business in 1959. 

Actually, of course, the industry does not have 
the slightest idea of how many cars it will sell. 
Current “forecasts” are 
no more than arrows 
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being shot in the dark. 
At this time last year, 
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al frame of mind to 140 | 1958, whereas we now 
‘aise some questions of Bil. know that sales actually 
‘our own over the fun- $ will be no more than ap- 
lamental soundness of 120} 40 proximately 41, million. 
he mounting exuberant The Big Three auto 
yptimism on the 1959 producers now wish that 
business outlook, let’s 100 30 they had had the pre- 
take a look at some basic — New Plant & science two years ago to 
economic facts. = NA Equipment Outlays realize the extent of the 
Last April, it general- units) (Seale right) public shift in demand 
ly is agreed, was the low 1.4 t 20 towards small, low gaso- 
point of the recession. 12 ‘ line consuming cars. 
This was a short but , | ese For, it takes two 
swift descent from the {1.0 Lt | ary vears for the industry to 
high of the postwar Housing Starts get cars into production 
boom in July of last Scale loft) | after they are off the 
year. The decline of 12 ‘\ drafting board. 
percent in the Federal 6.0 Now, with much of 
Reserve Board index of the public protesting 
industrial production in Annual Auto Sales \ against the excessively 
this 9-month period eer * 140 long, wide, and heavy 
compared with a drop POR SE LM. gas - consuming 1958 
of 8 percent in 11 models, the Big Three 
months during the 1948- ! | | | | are prepared to offer the 
49 recession and of 19 1950 1952 1954 1956 1958 public nothing but more 
of the same for 1959. 








percent in the 13 month 
1953-54 recession. 

tecovery to date has been very ranid. The 
FRB production index has regained during the past 
six months approximately 70 percent of its July 
1957—April 1958 loss. 

But, the rapidity of recovery to date should not 
be construed as indicating that business already is 
“in orbit.” Recent studies by Dr. Geoffrey H. 
Moore, associate director of research of the 
National Bureau of Economic Research, show that 
the rapidity of recovery from recession in the first 
six months after a bottom has been reached, is 
closely related to the rapidity of the previous de- 
cline. 

Thus, the very rapid rate of recovery of the past 
six months can properly be regarded as no more 
than “normal”’. 

Dr. Moore’s studies also show that, following the 


OCTOBER 25, 1958 


Small cars are “in the 
works,” but they will not be available until a vear 
hence. 


Cars and Stocks 


The automobile industry to some extent bases its 
ideas of much larger sales in 1959 on the sharp 
advances in the price of securities in recent months. 

For, according to some analysts, there is a close 
relationship between the movement of steek prices 
and sales of new cars. Such a relationship may 
have existed in the past, but it is open to question 
whether it is working now. Certainly, the pitifully 
small sales of new cars in September in the face of 
a sharply rising stock market would seem to offer 
the basis for some doubt. 

Industry hopes for much better car sales in 1959 


61 








alse are based to some extent on the fact that sales 
“seldom” have declined for two years in a row. 
This is something of a frail reed since, no later 
than 1951-1952, sales did drop for two years in a 
row. Admittedly, however, sales were _ boosted 
sharply in 1950 by widespread public expectations 
that the Korean War would develop into World 
War III, with production of new cars suspended as 
in World War II. 


Early Sales Misleading 


Some time, quite possibly several months, must 
elapse before it will be possible to determine how 
well the new 1959 model cars actually are selling. 

During the coming weeks, of course, we will be 
hearing repeatedy that buyers are snapping up 
the new models as rapidly as dealers can get de- 
liveries, and that dealers are building up their 
waiting lists. We also will hear that many buyers 
are paying cash, conveying the impression that the 
public is drawing upon its savings and that credit 
is not essential to a big year for new car sales. 

This, it should be remembered, is nothing new. 
It happens every year. It even happened a year ago, 
despite the subsequent poor showing for 1958 as a 
whole. 

There always are a certain number of people, it 
seems, who want to be the first in their neighbor- 
hood to own and drive new model cars. The social 
prestige of a brand new car is still high. 

To be sure, many people discovered this year that 
it was no longer necessary to buy a new car every 
year to maintain one’s social prestige. And, there 
were many who, to the horror of the automobile 
industry, traded down rather than up. The industry 
considers it practically immoral for an automobile 
owner to switch from a high priced to a medium 
priced car, or from a medium priced car to a “low” 
priced car. 

The changed attitude of much of the public to- 
wards purchases of new cars thus far this year is 
well illustrated by the following, overheard on a 
commuter train coming from a plush suburb to 
New York: “My wife said that, if the dining room 
rug could last eight years, she could see no reason 
why we had to buy a new car every year.” 

What no one knows, ef course, is the extent to 
which this changed attitude is permanent or temp- 
vrary, and how much of it may be no more than a 
pose, to avoid admitting that the going has become 
a little rough. 


The Waiting Game 


We do know that the social prestige of a smal! 
imported car is just as great as that of one of De- 
troit’s behemoths. 

One of the big questions now is whether the 
small domestically produced cars, that the Big 
Three now have in the works for next year, will 
carry the same prestige. 

Regardless of the answer to this question, which 
we will not know for more than a year to come, 
there is absolutely no doubt that many would-be 
buyers of 1959 model cars will be inclined to hold 
off for another year until the Big Three’s small 
‘ars are available. 

American manufacturers, in order to avoid los- 
ing sales, are being forced to turn to the produc- 


62 


tion of smaller cars, but the very fact that this 
change in the production pattern is under way will 
hurt the sale of 1959 model automobiles. 


The Hard Sell 


Once the initial flush of eager new car buyers is 
over, dealers will get down to the hard sell. Only 
then will we begin to know whether enough stimuli 
has been added to make 1959 a much better year 
for new car sales than 1958. 

A great deal will depend upon the willingness of 
consumers to sign on the dotted line for monthh 
payments over a two year and three year period 
Even though the ownership of an automobile i 
considered as a necessity for many families, the 
actual purchase of a car still is a luxury for then 
and hence is dependent to a great extent upon the 
current and prospective individual family’s eco 
nomic situation. For many people a new car ab 
sorbs a large part of the family income today. 

During 1955, 1956, and 1957, although the out 
standing volume of consumer installment credit 
continued to rise, consumers showed an increasing 
ly greater tendency to repay currently more thar 
they were borrowing. Many consumers, formerly) 
users of installment credit on a big scale, have evi- 
denced the desire to get off the hook on installment 
payments once and for all. 

Only recently has there been any change in this 
situation, and then on a comparatively small scale. 
There is considerable relationship between the 
length of the factory work week and the willingness 
of consumers to take on additional installment pay- 
ment obligations. The trends in each of these have 
been upward in the past few months. 

The automobile industry is well aware that, for 
new car sales to rise to 6 to 614 million in 1959, a 
fresh sharp upsurge in installment buying is essen- 
tial. 

The industry also is aware that the sharp rise in 
the percentage of consumer disposable income now 
taken by indispensable services puts a crimp in the 
ability of consumers to take on new installment 
debt. At current levels of disposable income, con- 
sumers would have $19 billion dollars more to spend 
on goods this year if the percentage of income going 
to services had remained at the levels of ten years 
ago. The steady rise in service costs “is hurting.” 


The Housing Enigma 


The outlook for residential housing construction 
in 1959 is almost as vague and uncertain as the 
outlook for new automobile sales. 

Since last February, when new residential hous- 
ing starts dipped to 915,000 on an annual basis, the 
number has risen to approximately 1,200,000 at the 
present time. Assuming the maintenance of this lat- 
ter figure for the balance of this year, the 1958 
total will come to about 1,100,000 units versus 
1,042,000 in 1957 and 1,118,000 in 1956. 

The sharp rise, of nearly one third, in the season- 
ally adjusted rate of new residential housing starts 
since last Winter was not accidental. 

All or practically all of this was the direct result 
of governmental stimuli. 

One of these stimuli was the Federal Reserve 
Board policy of credit ease in late 1957 and early 
1958. Although since (Please turn to page 100) 
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INTERESTING 


NEW MERGERS 


—For Diversification and Minimizing Risk 


by Harold B. Samuels 


6 AFTER a brief hiatus, announcements of cor- 

porate mergers are again appearing with mount- 
ing frequency, resuming the trend that has been so 
pronounced in the last decade. The new spate of 
acquisitions is of special interest now, because for 
a while it seemed that a combination of several 
factors had virtually put an end to the corporate 
nuptial spree. 

Not the least of these factors was the almosi 
audible hiss that emanated from the rapidly deflat- 
ing “new industrial empires” such as Penn-Texas, 
U. S. Hoffman Machinery, Bellanca, and others that 
tried to pyramid stock certificates into major in- 
dustrial complexes by the simple expedient of buy- 
ing up any company that could be purchased with 
paper. 

But it was not only the “empire builders” who 
were slowed down for a while. The government’s 
victory in the du Pont-General Motors anti-trust 
case also put a crimp in some major merger plans 
until lawyers had a chance to work out the full 
implications of the now celebrated case. And of 
course, the recession shifted managements’ thinking 
from ways and means to expand their fields of 
operations, to the more down-to-earth problems of 


, 
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mending badly damaged cost-contro] fences within 
their own organizations. 

Moreover, enough time has now elapsed since 
some of the important mergers of the past were 
consummated, so we can now evaluate them in terms 
of the results actually achieved. 

In many instances, diversification the raison 
d’etre for so many mergers, has not proven to be 
as beneficial as had been expected. Borg-Warner, 
seeking to lessen its dependence on the volatile auto- 
motive equipment business carried out what ap- 
peared to be a sane diversification policy. To its 
basically solid automotive transmission business, it 
added Byron-Jackson, an important producer of oil 
field equipment; the Norge Division, with wide 
participation in the home appliance field; and York 
Corporation a major factor in the growing air- 
conditioning industry. Unfortunately, as it turned 
out, Borg-Warner had diversifled its problems but 
not its profits. Each of its fields of endeavor sank 
into the doldrums and sapped profits made by 
stronger divisions. In time the company’s excellent 
management may solve each dilemma in turn, but 
in the meantime their experience has tempered the 
diversification urge in many other companies. 








New Pattern Emerging 


As a result of these factors, 
the new mergers are taking a 
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grown rapidly in recent years. 
Sales, for example climbed from $178 million in 
1950 to $495 million last year. Net income, however, 
proved erratic in the same period as profit margins 
fluctuated with conditions affecting corn crops. 
Thus, the $26 million in net income compares with 
$23 million in 1950, and a low of $14 million in 1952. 
3est Foods seems ideally suited to stabilize the 
profit margin volatility that has been plaguing 
Corn Products. The company is one of the country’s 
major manufacturers of grocery products with a 
long list of well-known brand names. These include 
Hellmann’s mayonnaise, Skippy peanut butter, 
Nucoa margarine, Presto cake flour, H-O Oats and 
H-O Cream Farina, and Shinola shoe polish. 

Until now, distribution costs and the expense of 
expanding its markets has hurt Best’s profit mar- 
gins, but as part of Corn Product’s world-wide 
organization all product lines can be strengthened 
considerably. Moreover, both product lines comple- 
ment each other admirably, so that advertising 
budgets and other promotional activities can be 
carried on with a minimum of intercompany com- 
petition. 

Not the least advantage of the merger is the 
bringing together of two outstanding management 
teams with proven ability in their respective fields. 
The new company has been designated the Corn 
Products Company, and Best Foods will remain in- 
tact as an operating division. Best adds some $115 
million in sales and $6 million in earnings to the 
new enterprise, and expands the geographic di- 
versification of Corn Products plant facilities. 

Under the terms of exchange, stock holders in 
Corn Products received share for share participa- 
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tion in the new company, while Best holders re- 
ceived 1.6 shares for each of their original shares. 
The new shares were placed on a $2.00 annual 
dividend basis. 


Integrating Mergers 


The kind of integrated merger just described is 
undoubtedly a most ideal type. Each company has 
something important to give to the other, and 
benefits should be long and lasting. The merger of 
Hooker Electrochemical and Shea Chemical earlier this 
year, falls into the same pattern, although Shea’s 
smaller relative size makes the deal more an aquisi- 
tion by Hooker than a merger. 

By acquiring Shea, Hooker has broadened further 
its chemical and plastics lines, while reducing its 
dependence on electrochemicals. The phosphorous 
compounds manufactured by Shea offer Hooker an 
entirely new product line, and provide the com- 
pany with a low-cost source of phosphorous com- 
pounds for its own use. 

In addition, Shea’s plants broaden Hooker’s 
geographic dispersion even further and the new 
company adds approximately $20 million a year in 
annual sales to Hooker’s $107 million. 

Thus Hooker has followed the lead of American 
Potash, another important chemical company, which 
acquired Lindsay Chemical this year in order to 
widen its products lines and provide additional 
plant facilities. 


Johns-Manville Steps Out 
Although today’s mergers are predominently welli 
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aged by top executive talent. The 
merger may eventually prove to 








have been a foresighted step by 
pupae Johns-Manville. 
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thought out, they are not without their risks. In 
the case of Corn Products or Hooker the risks ap- 
pear minimal, but Johns-Manville’s decision to buy 
control of L. O. F. Glass Fibres is in a different class. 

The difficulty does not arise from the nature of 
the acquisition, since L. O. F.’s productive capacity 
and product lines fit very comfortably within JM’s 
buildings materials organization, but rather from 
the price paid for L. O. F. 

L. O. F. was formed in 1955 by the merger of 
Glass Fibers Inc., and the Fiber Glass and Cor- 
rulux divisions of the Libbey-Owens-Ford Glass 
Company. From its inception the shares in the new 
company acquired a “growth stock” premium in 
the market, commanding an average price of more 
than 30 times earnings. In taking over L. O. F., 
Johns-Manville paid out $48 million in market 
value of its own stock for a company that is cur 
rently earnings about $1.5 million and showed 
profits of only $1.1 million in 1957. This represents 
u price of 32 times current profits and over 40 times 
previous peak earnings. 

Undoubtedly JM’s management is looking to the 
future and the apparently assured growth of fiber 
glass as a major building and insulating material. 
Nevertheless, in doing so, earnings potential for 
several years to come may have been limited. 

Understandably, investors have not been as en- 
thusiastic as management concerning the merger, 
and JM’s stock has been under pressure in recent 
weeks. But despite these misgivings, the merger 
cannot be classified as a bad one. Of course the 
price paid is venturesome, but both companies are 
leaders in their respective fields, and each is man- 
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of endeavor by purchasing a new 
division instead of attempting to 
build one from scratch. This has always been a 
legitimate reason for mergers. 


Some More Daring Mergers 
It would be a mistake to assume that all of the 


current mergers are of the simple, vertical or 
horizontal integration type. It is interesting to note, 


however, that in the instances where companies 
are stepping out to acquire others in different 
fields, the decisions have been made only after 


careful appraisal of the growth prospects of each 
component, not only by the companies themselves 
but by large contingents of independent consultants. 
Moreover, as much attention is being given to the 
problems of integrating the two operations as to 
the long-range potential. 

An excellent case in point is the merger of Cutler- 
Hammer and Airborne Instruments. Cutler is the 
nation’s largest producer of electrical control de- 
vices. Its products are used for the control of ma- 
chine tools, air conditioners, refrigerators, and in 
virtually every type of machinery that runs by 
electric motors. Despite its excellent position and 
reputation in the field however, the existence of 
major competitors such as General Electric and 
Westinghouse seriously limited future growth in 
this field. 

After careful consideration, therefore, manage- 
ment felt that its talents could be used best in the 
allied field of electronics, and that successful in- 
vasion of that industry would be cheaper, and 
would offer greater growth potential than further 
attempts at expansion within the controls field. 
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The company believes it found what it was look- 
ing for in Airborne Instruments, a small but success- 
ful producer of specialized electronic devices. Air- 
borne traces its origins to a special laboratory at 
Columbia University during World War II, and 
subsequent backing by American Research & De- 
velopment, which specializes in supporting imagi- 
native enterprises. 

Today, Airborne is active in all phases of missile 
and aircraft instrumentation, in additon to air 
traffic control, medical electronics and computer 
technology. Sales in 1957 topped $12 million (Cutler- 
Hammer’s were $75 million), and earnings bounded 
to $442,000 from only $136,000 in the previous year. 

At first Airborne will cause some small dilution 
in Cutler’s earnings, but with more secure finances 
Airborne should prosper, while the combined or- 
ganization will have a healthy distribution of de- 
fense and non-defense business. The new company 
will bear watching by adventurous investors. 


C. |. T. Broadens Out 


Another company that has decided to branch out 
after painstaking consideration is C. I. T. Probably 
the principal reason for this is the realization that 
automobile sales financing is not the automatically 
growing business that it had seemed. To date, the 
company’s earnings have held up well largely be- 
cause of the long term credits extended during the 
‘ar buying binge of 1955. The failure of car sales 
to continue anywhere near the record pace of that 
year, however, convinced the company that more 
secure sources of revenue were needed. 

Since it already has experience in the insurance 
field through Patriot Life, one logical step was the 
very recent purchase of the North American Ac- 
cident Insurance Company of Chicago, for $14.5 
million. In addition, factoring operations have been 
expanded to cover a broader group of industries 
including textile and shoe manufacturers. 

But the most important move was the acquisition 
of Picker X-Ray Corp., giving the company its first 
manufacturing subsidiary. Picker is a leading manu- 
facturer of x-ray equipment with a well-founded 
excellent reputation in the medical field. Until now 
the company was privately owned, and operations 
will remain in the hands of the competent group 
that have contributed their know-how to the com- 
pany’s success. 

C. I. T. has gained an aggressive organization 
with proven abilities, and one that is about to break 
out into new fields. A new machine for treatment 
of cancer has just been added to the product line, 
and industrial products are being pushed more ag- 
gressively. In addition the company has gained a 
firm position in the use of radioactive isotopes and 
in the development of special machinery for testing 
aircraft and missile materials. 

The move into manufacturing must be considered 
a bold move by C. I. T., but if successful it should 
pave the way to a more stable earnings picture. 
Moreover, much of the potential danger is minimized 
by the wise decision to leave Picker in the hands 
of its own able and experienced management. 


Other Mergers 
Among the less important current mergers, the 
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pattern is essentially the same. Grand Union, for 
instance, has acquired the highly successful Sunrise 
Supermarket chain, thus strengthening its position 
immeasurably in the lucrative Long Island marke 

Similarly, Rexall Rrus recently stepped up the de- 
velopment of its Chemo-Plastics Division by acquir- 
ing Tupper Corporation, which processes plastic 
materials for industry, and also produces a we 
known line of kitchen plastics under the Tuppe 
ware label. 


The new merger is a logical step stemming frot 
Rexall’s earlier acquisition of Seamco Chemica), 
Kraloy Plastic Pipe and Chemtrol Company, a 
specialists in plastic materials. Rexall, thus move 
further away from its original drug operation 
through carefully chosen mergers designed to giv 
it the broadest possible participation in the dynami 
plastics industry. 


Tobacco-Drug Combine 


Undoubtedly the most interesting merger thi 
year (if it comes to pass) is the impending mar 
riage of R. J. Reynolds Tobacco and Warner-Lambert 
So far the deal is only in the “talking” stage, bu‘ 
whether consummated or not it points up the grow 
ing feeling among many investors that the cigarett« 
makers must diminish their dependence on tobacc 
as a sole source of revenue. The reasons are obvious 
since there is no telling if, and when, the muc! 
talked about cancer-link will be taken seriously b) 
the smoking public. 


For Reynolds, and the other major cigarette 
manufacturers, a long history of successful opera 
tions and extremely sound financing eases the 
merging problem. But for the smaller companies, 
such as Lorillard, the trail may be more difficult. 
For this reason, it would not be surprising if the 
company decided to capitalize on the current exalted 
price of its stock to acquire profitable organizations 
in other fields. 


Actually, diversification in the cigarette industr) 
began with Philip Morris in 1957, when the company 
took over Milprint, Inc., a Milwaukee packaging 
concern. Then in April of this year, Philip Morris 
branched out even further by acquiring Polymer 
Industries, Inc., which manufacturers industrial 
adhesives and textile chemicals. 


Now Reynolds is apparently ready to join the 
movement, but in a bigger way. For in Warner- 
Lambert, they acquire an organization with $250 
million in sales, and a ready made world-wide manu- 
facturing and distribution system. Moreover, be- 
cause of Warner’s heavy output of cosmetics and 
proprietary drugs, the Reynold’s management can 
feel reasonably secure that they have kept their 
operations essentially depression resistant. This is 
an important consideration, since until the cancer 
scares, cigarette makers avoided diversification 
largely because their own industry was one of the 
few that barely felt the impact of recessions. 


For Warner-Lambert, the merger would offer its 
shareholders a “blue chip” stock, a higher dividend, 
and the assurance that pharmaceutical research 
would be adequately financed by Reynold’s massive 
resources. END 
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Strengthening your investment position... 


Through American Companies 
With Important Foreign Interests 


—Companies with Lucrative Markets Abroad and at Home Too 


by John E. Metcalf 


Investors seeking a hedge against business cycle 
fluctuations in the United States would be wise 
to consider U. S. firms with foreign interests. Wide 
opportunities for diversified investment are offered 
by companies with global operations. And for many 
U. S. corporations, foreign business now holds a 
greater profit potential than domestic expansion. 
There has been, in fact, a tremendous upsurge 
in U. S. corporate investment abroad in the past 
several years. In the first decade following World 
War II, the net outflow of private capital from the 
U. S. averaged only $1.6 billion annually. But since 
1956 the investment outflow has jumped to nearly 
$4 billion a year. And even this figure understates 
the total of direct corporate investment overseas 
since exploration costs are charged against current 
income and depreciation allowances are spent for 
new equipment. Taking these outlays into account, 
we find that foreign investment by U. S. corpora- 
tions has been at the rate of about $5 billion an- 
nually for the past three years. 


Reasons for Foreign Investment 
There are two principal reasons for this great 
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outflow of U. S. capital. Not only are foreign 
markets growing rapidly in size and purchasing 
power, but it is also increasingly important to serve 
them from within. American companies have long 
manufactured in Canada to gain preferential entry 
to the British Commonwealth. Now, the formation 
of the European Common Market has given new 
impetus to setting up American manufacturing 
plants on the Continent. The other factor behind 
this rising levels of U. S. investment abroad is the 
depletion of vital raw material resources at home. 
More abundant sources of oil, iron ore, woodpulp, 
and non-ferrous metals are being sought through- 
out the world by American companies. 

In either case the major attraction, of course, is 
higher profits. A comparison of the rate of return 
on domestic and foreign investment by U. 8S. cor- 
porations during the past 6 years shows a striking 
contrast. U. S. companies recorded an after tax 
profit averaging about 10!2°% on net domestic in- 
vestment. During the same period, the net earnings 
on U. S. direct investment overseas averaged about 
15144%, a 50% higher return. (SEE TABLE 1) 

Corporate earnings are greater overseas for two 
reasons lower production costs and lower taxes. 
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Although labor productivity is not as high abroad, 
wage rates are sufficiently below the U. S. scale to 
yield a wider margin. For U. S. companies with 
foreign manufacturing subsidiaries, there is also 
a saving on transportation. For mining and oil com- 
panies the principal advantage is higher yields. The 
average Middle East oil well, for example, produces 
about 5,000 barrels of crude oil daily as compared 
with substantially less than 100 barrels daily in the 
U. S. The “iron mountain” of Cerro Bolivar in 
Venezuela now being worked by U. S. Steel is yield- 
ing more than 65% iron, probably the richest in the 
world, as compared with current average yields of 
50% in the U. S. 


Depletion Allowances Aid Oil Production 


The favorable tax treatment granted extractive 
enterprises through depletion allowances has at- 
tracted large sums of capital to the petroleum in- 
dustry since the war. Because of ths depletion al- 
lowance, the most profitable part of the oil business 
is production of crude rather than refining or dis- 
tribution. In fact, one of the basic tenets of the 
industry is “Keep the profits close to the wellhead.” 
Thus, continued access to large crude reserves is 
vital if an oil company is to maintain its place in 
the business. In recent years, as exploration and 
development costs in the U. S. have risen rapidly 
while world demand for petroleum has soared, a 
scramble for cheap foreign crude reserves has taken 
place. 

The 5 major U. S. oil companies (Jersey Stand- 
ard, Socony, The Texas Company, California 
Standard, and Gulf) have long been active on a 
global basis with foreign production accounting, 
on an average, for about two-thirds of their total 
output. But now a host of newcomers are seeking 
oil in the Middle East, Venezuela, Canada, North 
Africa, and elsewhere. In 1946 there were only 28 
U. S. companies with any operations overseas. Now 
there are more than 200 with activities in 91 coun- 
tries. These are the so-called domestic companies — 
many of them large and well established in the 
United States, but for the most part relative new- 
comers to foreign operation. Among them are such 
well known names as Atlantic Refining, Tidewater, 


Continental, Amerada, Getty, Pure Oil, and Sin- 
clair. They will bear watching closely by investors, 
for this is a life and death struggle that may 
change the entire complexion of the oil industry. 
Those that obtain cheap new sources of crude will 
assure themselves of a prominent place in to- 
morrow’s oil industry. And those companies that 
fail may drop by the wayside. 


The Profit Sanctuary 


In many foreign countries where American bu:i- 
nessmen are active, corporate income taxes ae 
considerably lower than in the United States. B it 
if overseas business is carried on through te 
familiar branch type operation, the potential a |- 
vantage of lower taxes is lost because the differ- 
ence between the local tax and the 52% U. S. co-- 
porate income tax must be paid to the Americ: n 
Government. Recently a new device for conservi: g 
sapital has been gaining in popularity among U. 
corporations. The idea is basically simple, though 
still viewed sceptically by some. It consists :f 
establishing a foreign subsidiary in a so-ca'led pr. - 
fit sanctuary country. 

U. S. tax laws recognize only two types of con - 
panies — those domestically incorporated and those 
formed outside the United States. Domestic co»- 
porations are taxed on the basis of their entire i) - 
come, whether earned overseas or in this countr 
But foreign corporations are not liable for tax © 
income earned abroad. In contrast, a profit sanc - 
uary country is one that does not tax foreign source 
income of domestic corporations. Thus, when a U. &. 
firm establishes a subsidiary in such a country, i- 
come accruing to it from world-wide trading oper:- 
tions is free of tax. 

The foreign subsidiary may be either an opera'- 
ing company or a holding company. It may do son 
of its business in the host country, or it may be 
only the legal headquarters for activities elsewhere. 
If the U. S. parent company is engaged in either 
export or import, the subsidiary may be designate: 
as the export sales or global purchasing depari- 
ment. Or it may be vested with the right to collect 
patent royalties or licensing fees. It can offer man- 
agement services or technical aid. In each case, a 

reasonable profit can be siphon- 








ed off which otherwise would 








| TABLE 1 


Domestic Investment* 


Net Asset 
Book Value After Tax Book Value 
Jan Ist Incomet Percent Jan Ist 

(Billion $) (Billion $) Return (Billion $) 
1952 121.7 12.6 10.4 13.1 
1953 131.4 13.9 10.6 14.8 
1954 142.0 14.6 10.3 16.3 
1955 155.0 18.5 11.9 17.6 
1956 170.9 19.3 11.3 19.3 
1957 184.8 19.6 10.6 22.2 


in the Survey of Current Business. 


+—After U. S. taxes. S—After foreign taxes. 








Comparative Return On U. S. Domestic & Foreign Investment 


Foreign Investment** 


* As compiled annually by the First National City Bank of New York for approximately 
3,500 leading U. S. firms. Coverage is not completely identical from year to year. 


** Calculated from figures compiled annually by U. S$. Commerce Department and published 


have gone directly to the parent 
company. Thus U. S. taxes on a 
large portion of foreign earnings 
are postponed or even avoided. 
The investment implications 


After Tax of this are highly significant. 
page a Earnings that would otherwise 
be lost through payment of U. S 

2.3 17.5 taxes may be ploughed back int: 
a ae further overseas expansion. Com 
a8 159 panies starved for working capi 
3.1 16.2 tal by 52% tax rates are thu: 
3.3 15.0 able to tap a new source of funds 


The money does not even have 
to be held abroad if there i: 
danger of devalutation or ex 
change controls. It can be de 
posited tax free in the U. S. t 
the account of the foreign sub 
sidiary. 














A A EE, LL LL 
68 





THE MAGAZINE OF WALL STREE? 








Sal 
tre 
dol 
no 

So: 
exe 
ilit 
offi 
the 
act 
am 
du 
bec 
tax 
la 
not 


Pa 
tec 
spc 
cor 
des 
an) 
wh 
exi 
act 
ass 
tua 
tha 


law 
pal 
To 


shi 


oc 


EE! 





























| Statistical Data on Companies with Large Foreign interests 
Estimated 
Percentage Foreign 
Total Foreign Income 
Company Sales Foreign Sales Foreign Remitted Extent of Foreign 
P Sales to Net to Parent Interests 
1957 1957 Total Income U.S. Co 
(Mil.) (mil.) Sales 1957 1957 
Colgate-Palmolive . $ 506.9 $238.2 46% $12.9 $7.5 Western Hemisphere and Continental Europe 
Corn Products 494.9 163.0! 33 8.9 7.4 South America & Europe 
Eastman Kodak .... 798.2 224.0 28 16.1! 7.6 World-Wide 
Internationa] Business Machines 1,000.4 202.1 20 27.2 6.0 World-Wide 
Internationol Harvestor 1,171.37 423.9 n.a. 21.1 13.8 World-Wide 
Merck & Co. 186.9 49.6° 27 5.2! 1.3 World-Wide 
Mergenthaler Linotype 38.8° 21.2 35 19.0 2.0 England & Germany 
National Cash Register 382.5 144.3 38 11.9% 7.5" World-Wide 
Procter & Gambie . 1,156.4 230.0" 20 11.4 n.a World-Wide 
Woolworth (F. W.) Co. 823.9" n.a. n.a n.a 11.410 World-Wide 
*—Includes some World-Wide totals and some domestic 4—Included in parent consol. income. 10_Includes British subsidiary only 
unconsolidated totals. >*—Domestic sales only 
n.a.—Not available. %—Includes Canada 
'—Does not include Canada. 7—Domestic, including some possible foreign volume 
2—U. S. only. “—Estimated 
4—Including direct exports from U.S. %—Included U. S$. Canada, Cuba, Puerto Rico, & Hawaii 











For the parent company stockholder, the poten- 
tial for increased future dividends or a large capi- 
tal gain is created. Through a technicality in the 
tax law, when these foreign earnings are finally 
returned to the parent company (perhaps in a lean 
year), the effective tax rate is somewhat less than 
52%. However, an often more profitable course is 
to dissolve the foreign subsidiary and pay the capi- 
tal gains tax of 25% instead. 


Some Interesting Examples 


More than 40 countries now qualify as profit 
sanctuaries either on the basis of preferential tax 
treatment to foreign income earned by companies 
domestically incorporated or by virtue of having 
no income tax at all. However, not all are suitable. 
Some countries are not favored because of foreign 
exchange controls, a weak currency, political instab- 
ility, or complex corporate laws. A minimum of 
official regulation and ease of currency transfer are 
the most important factors. Among those countries 
actively soliciting such business are Liberia, Pan- 
ama, Liechtenstein, Luxembourg, Haiti, and Hon- 
duras. The Bahamas and Bermuda are also favored 
because of the complete absence there of all income 
taxes, personal or corporate. Canada and Venezue- 
la are often used too, although their tax laws were 
not framed for this purpose. 

Leading the way in popularity are Liberia and 
Panama. Both countries may be considered pro- 
tectorates of the United States. English is widely 
spoken and the U. S. dollar circulates freely. In- 
corporation is cheap and can be accomplished by 
designating a resident agent. Directors may be of 
any nationality and meetings may be held any- 
where. In Panama special management services 
exist to handle all problems connected with local 
activity. Liberia maintains a New York office to 
assist U. S. firms wishing to set up a profit sanc- 
tuary subsidiary there. So efficient is the process 
that incorporation can be accomplished in 48 hours. 

Among the first to take advantage of these liberal 
laws were a number of international shipping com- 
panies, especially those engaged in the tanker trade. 
Today these two countries have 14 million tons of 
shipping flying their flag, about 15% of the world’s 
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active merchant fleet. One of the leading U S. firms 
now operating out of Liberia is Sperry Rand. Its 
46 overseas subsidiaries are now owned by the 
Remington Rand Liberia Corporation. Thus its 
overseas earnings can be channeled back into global 
expansion without liability for U. S. tax. In Pana- 
ma, an Olin-Mathieson subsidiary accumulated suf- 
ficient earnings from world-wide export sales to 
invest more than $2 million in the purchase of a 
Brazilian pulp and paper mill a few months ago. 
The Brazilian operation, Olinkraft S. A., is now 
wholly owned by Olin-Mathieson’s Panamanian sub- 
sidiary. Other American firms with profit sanctuary 
companies in Panama include Celanese, Monsanto, 
and Parke Davis. 

Nassau in the Bahamas is another favorite loca- 
tion for setting up profit sanctuaries. Among its 
advantages are no taxes on income, capital, or di- 
vidends, a pleasant semi-tropical climate, stable 
government, the English language, and easy com- 
muting 3!. hours by air from New York. Whirl- 
pool International has just established a subsidiary 
there which will be the focal point for all overseas 
sales. Among other U. S. companies located in the 
Bahamas are U.S. Steel, Bethlehem Steel, Outboard 
Marine, Glidden Paint, and Caltex. 


Increased U.S. Sales Abroad 


Rising income levels abroad represent a greater 
attraction than ever for U. S. firms to expand over- 
seas with manufacturing subsidiaries. From a third 
to a quarter of total sales are now made overseas 
by such leading drug companies as Pfizer, Parke 
Davis, Sterling Drug, Merck, and Abbot Lab- 
oratories. Pfizer, for example, had foreign sales 
of about $75 million last year as compared with 
U. S. sales totaling nearly $130. With manufactur- 
ing subsidiaries and trading affiliates now establish- 
ed in 26 countries, Pfizer’s total net sales and profits 
have doubled in the past 5 years. 

Colgate-Palmolive is another company that has 
benefitted greatly from overseas expansion. 
Although its total sales are less than half that of 
its principal competitor, Procter & Gamble, its for- 
eign operations have been very profitable. Last year’s 
foreign sales accounted (Please turn to page 102) 
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DEFENDERS of the 86th Congress say it will be noted 


will be. The note of praise is lost in the menacing 
forecast. But there is so much likelihood that it can 
turn out that way, in spite of al! the warning notes, 
that it adds validity to the expression that any 
country gets the kind of government it deserves. 
There are 32 members of the existing Congress 
whose names will not be on the November ballot 
but do appear on every listing of “conservatives.” 
The retreat of the conservatives is hailed by the 





WASHINGTON SEES: 

Recapitulation of votes in the last session of 
Congress confirms the belief that political party 
labels are losing their significance. It is mani- 
fest that neither party had control of the ses- 
sion. There was no clear-cut majority that could 
be produced come-what-may, and there was 
no coalition standing firmly. The roll calls show 
one coalition succeeded another all the way 
down the legislative line, giving meaning to the 
old axiom that politics makes strange bed-fel- 
lows. 


It was the first session to serve with a Presi- 
dent who cannot succeed himself. (Interesting 
in this connection is the fact that the republican 
move to repeal the two-term amendment, which 
gained great momentum after Ike won a re- 
sounding victory in 1956, has not been heard 
of in months). When the amendment barring a 
third term was being debated, the principal ob- 
jection was based on apprehension that it would 
create a “lame duck President” who would have 
no influence with Congress—-his own party in- 
cluded—in the last two years of his second term. 
The record has removed that doubt: Ike wielded 
much more influence than might be expected 
of any President serving with a Congress of an- 
other political faith. He got most of his program 
through. He stopped many democrat-sponsored 
enterprises—saved billions of dollars in the pro- 
cess. 











for the fact that it was better than its successor 


By “VERITAS” 


“liberals” who measure the retirements in term 
of pickup of welfare state successors, giving then 
a lopsided majority. 


STRAIGHT TALK will continue to mark economi 
speeches and reports by President Eisenhower if h 
follows the approach Adviser Don Paarlberg gives 
in the same measure that he went along with Di 
Gilbert Hauge’s clearly-channeled thinking. Paar! 
berg has succeeded Hauge as Ike’s personal advise 
on economic affairs, moving up from the rank of ai 
Assistant Secretary of Agriculture, While in his ol 
post, Paarlberg told farmers bluntly that they have 
been living in a “dream world” and would have t 
face realities. He is not likely to sugar-coat his ad 
vice in the broader field. 


SHORTAGE of freight cars is becoming apparent in 
the inventories of most rail carriers. Repairs and 
replacements were postponed during the recession 
At the beginning of August, Interstate Commerc« 
Commission records showed 8 per cent of the 
freight cars owned by the big roads were in need o! 
repair and overhaul against 4.5 per cent one yea) 
earlier. The business recovery is placing a severe 
strain on the supply of cars and the pressure will 
mount. A 10 per cent increase in carloadings over 
the 1957 level would result in the worst car short- 
age in recent years, according to ICC Chairman 
Howard Press. Congress has enacted legislation 
making available federal guarantee of private loans 
for maintenance costs. This might be a solution, but 
no carrier has applied. 


LEGISLATION dealing with taxation of life insurance 
companies is one of the major goals involved in 
hearings scheduled to begin Nov. 17 before the 
House Subcommittee on Internal Revenue Taxation. 
The idea had some support this year but was side- 
tracked when the pre-adjournment culling began. 
The priority status of the proposition is established 
not alone by reason of hearings called during recess 
of Congress but also by the fact that Chairman 
Wilbur Mills of the parent House Ways & Means 
Committee personally, will preside. 
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Pentagon management of the missile program, 





including procurement, will be investigated by Congress. 





intra-office 


The Comptroller General's Suspicions are aroused by 
refusal of the Air Force to make available to him its 
Study of methods and operations and he has 
blown the whistle, calling in the House Committee on 
Information and the military committees of both Houses. 
Rep. John E. Moss, chairman of the information committee 








detailed his staff to plan for hearings, to take place 
soon after the new session begins, in January. Said 

Comptroller General Joseph Campbell in his complaint to 
Congress: "Withholding information permits concealment 











of adverse conditions by those basically responsible. lI 











also permits delay and laxity in enforcing improvements." 











The General Accounting Office, Federal audit 








e agency over which the Comptroller General presides, 











learned last 


July that the Air Force Inspector General's 





office had completed a study of the 
ballistic missiles program. After a second 
request had been made for a copy, 

Sampbell was informed that "the public 
interest would best be served by not 
releasing the report." Offered instead 
was a summary. Sixty days later the digest 
was received but the GAO found it consisted 
of general conclusions in various areas 

of management and organization, budgeting 
and funding, procurement and contractual 
relationships. It didn't reveal specific 
data on the operating conditions and 
management controls or a Summary of the 
factual information. 




















»> Campbell sought unsuccessfully to 
obtain auditable material on buying and 
contract administration, procedures for 
furnishing Government-owned facilities to 
contractors, administration of commercial 
leases, purchasing practices of Government 
contractors and other subjects of an 
administrative nature as distinguished 
from scientific or technical matters. The 
effectiveness and economy of the foregoing 
activities, he contended, are clearly of 
interest and concern to GAO in its 
auditing capacity. The wisdom of internal 
review was conceded, but The Comptroller 
General told the AF: "We do not accept 
the concept that an effective program 
of self-evaluation and management 
improvement must be dependent upon 
restricting the information developed to 
the individuals or departments responsible. 
Such information is of great importance 
to higher administrative levels. 
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Representative Moss, whose 
committee has broken down a score of 
impediments to the free flow of information 
to scientists, students, Congress, and 
the press had this to Say with respect to 
the Campbell complaint: "The Congress must 
not permit the Department of the Air Force 
or any other Federal agency to withhold 
information to which GAO is clearly 
entitled by law. To permit a Federal agency 
to throw a cloak of secrecy over possible 
mismanagement, waste and inefficiency 
would be intolerable in any case. But 

when the withholding involves a subject 

as vital as management of the ballistics 
missiles program, the result could be a 
fatal delay in making the corrections 
necessary for the nation’s very Survival.” 
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The Office of Defense Mobilization 
is moving rapidly to implement 
Congressional action extending rapid 
amortization to facilities for the primary 
processing of uranium ore and concentrate. 
In 1957, Congress severely restricted the 
authority to issue certificates of fast 
writeoff for emergency facilities. But 
last month, in the closing days of the 
session, the legislators added new 
categories, stipulating that eligibility 
follows only in cases of acquisition 
under the Atomic Energy Commission program 
for the development of new sources of 
uranium ore or concentrate. Certificated 
projects may be written off (for tax 
purposes) in five years rather than over 
the longer normal period which may range 
beyond 20 years. 
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Latest refrain of organized labor 


theoretically possible, was spiked by the 





is that it "has been a victim of inflation, 


President. Ike has $400 million in 








Department (AFL-CIO) requires 34 pages in 
a printed booklet to support its analysis, 
crux of which is that wages have lagged 
behind productivity in the past decade 
and that unit labor costs during the same 
period have lagged behind prices. 

















The surface plausibility of the 
rationale makes the booklet interesting 
reading. Important, too, because the 
arguments will be widely quoted. For 
example, Bureau of Labor Statistics data 
has been arranged to show that during the 
1947-1957 decade, labor's real wages plus 
fringe benefits rose 35.2 per cent, while 
rise in productivity was 37 percent. 
Other data are presented to Support the 
thesis that in almost every year of postwar 
inflation, labor costs have been chasing 
prices. And: "Three leading companies in 
each of 10 key industries, through the use 
of administered prices, have increased 
their share of corporate profits after 
taxes in all manufacturing from 17.5 per 
cent in 1947 to 31.1 per cent in 1957. The 
devil in the piece is "administered 
prices" (competition removed at the 
base) — a sin of the "giant corporations 
































companies which operate to a considerable 
extent within traditional bounds of 
Supply and demand." 














PUnheralded and without any 
self-generated fanfare, President 
Eisenhower is cutting the costs of 
Government by an "item veto" here and there — 
refusal to spend money Congress has 
appropriated. The opportunities are few, 
but Ike seems anxious to miss none of them. 
The slowdown on missile and plane 
procurement was intended to keep spending 
in line with Treasury income, but if it 
continues it could result in substantially 
lowering the defense budget. From April 
through mid-September the Federal National 
Mortgage Association purchased or entered 
into commitment contracts to purchase 
76,324 mortgages totaling $919 million. 

At that point authority of FNMA to buy low 
and moderate=priced home mortgages under 
the Emergency Housing Act of 1958 was 
terminated. 


























PmRevival of the program, 
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unallocated housing funds that could be 
made available to FNMA for the special 
assistance program. The prevalent 
conviction that the President will put the 
Stopper on this item of spending is 
soundly based: In the first place he has 
made no move in that direction; furthermore, 
when he signed the program into law he told 
Congress he objected to it as a direct 
drain on the Treasury. The spending limit 
was fixed at $1 billion. Applications 
which were received before the Sept. 15 
shutoff date will be processed in the order 
received and until the dollar limit is 
reached. 

GOP National Chairman Meade Alcorn 
says organized labor defeated Senator Payne 
in Maine, and elected a democratic 
Governor. Alcorn said the unions had more 
paid organizers in that single state than 
his party has the country over. That's 
okay with The Committee for Political Action 
(Cope), the brainchild of AFL-CIO to do its 
political bidding, collect and spend 
the money a union is not supposed to handle 
in an election campaign. Labor believes it 
had the election won when registration to 
vote was completed. Said COPE: "Trade 
unionists in Maine have seen their efforts 
at getting fellow union members registered 
to vote pay off at the polls. In precinct 
after precinct, AFL-CIO registrants went 
past the two-thirds mark as contrasted with 
a previous high of less than one-third." 
The political machine of the unions 
predicts that the vote will be closer in 
many states than it was in Maine. 












































In spite of an estimated increase 








the current Fiscal Year, the cash outlay 
for aircraft and missiles will be about $30 
million less than in Fiscal Year 1958. The 
Aircraft Industries Association appears 
to believe that President Eisenhower's 
limitation on Pentagon disbursements will 
crack and that about $40.9 billion will be 
paid out. But its computations envision 
new orders for aircraft and missiles 
aggregating $11.7 billion, while 
obligations in FY 1958 went to $12.2 
billion. Obligations (as distinguished 
from payouts) will run to $45 billion 
compared with $45 billion last year, Say 
the industry statisticians. 
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Britain Eases Restrictions 
on Dollar Imports 





—With Canada and United States to Benefit 
—What will her Quid Pro Quo be? 


By W. E. 


During the past few years, the export trade of 
Canada has suffered to some degree because of 
the restrictions placed by the Government of the 
United Kingdom on exports from dollar area coun- 
tries, and some of the other countries in the sterling 
bloc such as Australia and New Zealand have also 
placed restrictions on imports from Canada. Under 
these circumstances it is quite natural that the 
Canadian Government which has been the host at 
the Commonwealth Economic Conference in Mont- 
real should desire to make the question of the com- 
plete convertibility of pounds into dollars one of 
the major topics of discussion at this gathering. 
When the conference opened in Montreal on Sep- 
tember 15, Heathcoat Amory, the British Chancel- 
lor of the Exchequer and the leader of the British 
delegation to the conference, upon his arrival in 
Montreal, said that Britain and Britain alone must 
decide the pace of the advance of convertibility. 
This statement was promptly taken by many ob- 
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servers to mean that the prospects were remote 
for any further degree of progress in the direction 
of convertibility by the Government of the United 
Kingdom in the near future. 

However the Canadian Government refused to 
be discouraged by the apparently chilly attitude of 
the British officials on this question. On the second 
day of the conference — September 16 — Donald 
Fleming, the Canadian Finance Minister, called 
upon the Government of the United Kingdom to 
end all restrictions of the currency type upon the 
imports of Canadian goods into the United King- 
dom. He said that Canada has recognized the need 
for British currency controls on dollar imports in 
the era immediately following the end of the War 
when the pound was weak and the British supply 
of dollars very low. But the War now has been over 
for thirteen years and the dollar position of Great 
Britain and the majority of the other Common- 
wealth countries has been vastly improved. Mr. 
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U K Imports From the U. S. and Canada | 


(In Thousands of £) 








| 
(Which Have Recently Been Freed From Import Restrictions) 
| 
| 








*—Estimated. a—1956. 





1952 1957 

Canadian Zanadian 

and U.S. and U.S. 
% share % share 
Canada United States of total Canada United States of toto! 
Machinery (other than electric) .......... 2,085 47,453 43.8 2,548 39,789 33.9 
III TIMI 0. sccincunusvonmenesoveviecs 217 27,592 46.3 290* 7,178 24.3 
Electric Machinery .................. 318 2,175 25.7 852 7,725 32.0 
Fish and Fish Preparations .... 942 12 5.7 2,816 1,299 12.3 
TO 799 nil 34.0 2,953a 874a 37.70 
| Newsprint in Rolls ....... wuienieasauss 5,971 nil 40.6 19,682 nil 70.9 











Fleming said that Canadians were convinced that 
complete convertibility would be good for the whole 
sterling area, and that he hoped that the British 
example in this matter would also be followed by 
the major trading countries of Europe. 


Lifting of Controls Announced 


Almost as if in answer to Mr. Fleming’s sug- 
gestion, on the following day, September 17, Sir 
David Eccles, the president of the British Board 
of Trade and a member of the British delegation 
at the conference, announced that currency con- 
trols would be removed by the United Kingdom on 
a wide variety of imports from Canada, the United 
States and other countries in the dollar area. 
Among the most important to Canada here was the 
removal of restrictions on imports of Canadian 
canned salmon and the United States particularly 
benefitted by the lifting of barriers on imports of 
industrial machinery. It should be noted, however, 
that these concessions may not as big a boon for 
dollar country exporters as they seem. Actually, 
the United Kingdom had been importing a con- 


tries from these controls, but he was not sure of 
the precise date when that move could be made. 
His Government would have to be certain that 
world trade was expanding and that inflation was 
well under control at home. But he hoped that a 
start could be made early next year. This start in 
some cases might be to establish quotas for dollar 
goods with the idea of expanding these quotas as 
soon as possible. Eventually all these goods would 
have free entry to the United Kingdom and there 
would remain only a few special problem cases. He 
also announced that his government was inviting 
the various colonial governments in the British 
Commonwealth, in Africa, Asia and the West Indies 
to relax their restrictions on imports. This was 
hailed by the Canadian Finance Minister as “a 
profoundly statesmanlike move.” 


What Quid Pro Quo? 


In spite of the repeated assurance by representa- 
tives of Canada and the United Kingdom that there 
was no bargaining or horse trading at the confer- 
ence it was quite obvious that this sudden surprise 





siderable volume of these 
items as shown in the 
table above. The British 


Britain’s Gold, Dollar Reserves 


move was made by the 
British Government at 
least partially in hope of 
reciprocal action by the 





governments in Ottawa 
and Washington in greatly 
reducing or completely 














abolishing tariffs on many 
classes of imports from 
the United Kingdom. 








import quota on canned 

salmon had _ previously 3.5 

been set at a high $4.5 mil- 

lion annually and licenses 

for the import of news- 3.0 

print and most types of 

machinery from _ dollar 2.5 

countries had been granted Nl 

rather freely. 

Sir David Eccles said 2.014 | 

e 





il 
that the latest move was HA 
the prelude to the complete | 
removal by his Govern- 1.5 
ment of all currency re- 7" 
strictions on imports from 
the dollar countries and 
the achievement of com- 1.0 
plete convertibility for the 
members of the_ sterling 0.5 | 
bloc. He said that the next ‘ 
move would be the start on 






























































the freeing of British im- 0 
ports of consumer goods 
and the remaining food- 48 50 92 34 





stuffs from the dollar coun- 





YEARLY AVERAGES 





Mr. Amory referred to 
this question in a speech 
which he delivered before 
| the Canadian Club of 
Montreal on September 22. 
He said that his govern- 
ment hoped for the fullest 
possible opportunity to sell 
in North American mar- 
kets and made it clear that 
the United Kingdom ex- 
pected some quid pro quo 
from Canada and the 
United States for its action 
of the week before. He 
dwelt again on the neces- 
sity of caution in an ap- 
proach to full convertibil- 
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ity. “Perhaps some of you may be thinking” he 
said, “if you (Britain) have gone so far in the 
relaxation of dollar imports and if sterling is so 
much improved in strength, why cannot you go the 
whole way and introduce full non-discrimination 
ind final convertibility”. He added “that it would 
be fatal to take a step forward too quickly and 
hen have to jump back for safety.” 

Again, reciprocal action by the Canadian Gov- 
‘rnment was not slow in coming. On the following 
lay, September 23, it announced that it would 
illow the free entry into Canada of a _ wide 
variety of British imports including automobiles, 
rucks and busses, aircraft and aircraft parts, tex- 
tile machinery, china, tableware etc. In all, some 
$150 million of annual imports from Britain were 
iffected. Here again, it is quite obvious that the 
Canadian Government took this action because of 
strong pressure to match the British gesture of the 


Diefenbaker for the cause of freer trade between 
the nations of the British Commonwealth. 

Almost all the other Dominions in the sterling 
area—India, Pakistan, Ghana etc. and the British 
Crown Colonies in Africa, Asia and in the West 
Indies, seem to support the attitude of the British 
Government in the necessity of caution in achiev- 
ing complete convertibility and of waiting until the 
pound is in a strong. position before any move of 
this type is made. Australia recently freed about 
ten per cent of her imports from dollar countries 
from currency restrictions and does not propose 
to make any further moves of this type at the 
present time. The attitude of the Australian dele- 
gation at the conference on this whole question was 
strongly influenced by the deep indignation of the 
Australian Government at the action of the United 
States in imposing restrictions on imports of Aus- 
tralian lead. John MacEwan, the Australian Deputy 


week before and because of the 
enthusiasm of the Canadian Prime Minister, John 


oft proclaimed 


gate to the conference 











Prime Minister and Minister for Trade and a dele- 
(Please turn to page 98) 








Electrical Goods and Parts thereof, including 
the following: 
Batteries, primary. 
Carbons (furnace, lighting and battery). 
Fans, other than of a kind used for do- 
mestic purposes. 
| Generating sets and battery charging sets. 
Insulators. 
Telegraph and telephone apparatus. 
Wires and cables. 


Machinery and Plant and Parts thereof, 
other than Optical, Scientific and other 
Precision Instruments and other than Toys, 
including the following: 

Abrasive machinery. 

Agricultural machinery. 

Bakery and biscuit making machinery. 

Brewery, distillery and soft drinks making 
machinery and plant. 

Brick and tile making machinery. 

Car washing machines. 

Cash registers. 

Cement making machinery and plant. 

Cigar and cigarette making machinery. 

Cloth cutting machinery. 

Concrete mixing and laying machinery. 

Dairy machinery and plant. 


Electric machinery, other than of a kind used 
in motor vehicles, ships, boats or aircraft, 
including the following: 

Generators. Switch boards. 

Motors. Transformers. 

Electro-plating, tinning, galvanizing «and 
similar processing plant. 


Food preparing and processing machinery 
and plant, other than of a kind used for 
domestic purposes, including the follow- 
ing: 

Abattoir machinery and equipment. 

Coffee roasting and cooling machines. 

Driers, including spray driers. 

Foundry and diecasting machinery and 
equipment. 

Fuel oil filters, other than of a kind used 
in motor vehicles, ships, boats or air- 
craft. 











U. S. and Canadian Products Recently 


Garment making machinery, other than of 

a kind used for domestic purposes. 

Glass making and glass working ma- 
chinery. 

Internal combustion engines, other than 
of a kind used in aircraft. 


Lifting, hauling and transporting machinery, 


including the following: 
Electro-magnets. 

Escalators. 

Jacks. 

Lubricating equipment, mechanical. 
Machine tools. 


Mechanical handling equipment, including 


the following: 
Bulldozers. 

Conveyors. 

Dumpers. 

Elevators. 

Excavators. 

Graders and levellers. 


Office machinery the following: 





Acc ting and posting machines. 
Adding and listing machines. 
Addressing machines. 
Calculating machines. 

Dictating machines. 

Duplicators (stencil and spirit). 
Folding machines. 
Photo-printers. 

Postage franking machines. 
Punched card machines. 
Typewriters, electric and others. 


Packaging, etc., machinery, including the 


following: 

Bottling machinery. 

Wrapping machinery. 

Filling, closing and packaging machinery. 
Paper, board and pulp making machinery. 
Portable power tools. 

Printer’s and bookbinders’ machinery. 
Railway signalling equipment. 


Road-making plant, including the following: 


Tar coating plant. 
Rolling mill machinery. 
Rubber and plastic working machinery. 


Freed From British Import Restrictions 


On September 17, the British Government announced the removal of all remaining restrictions on the import 
of industrial, agricultural, and office machinery (the leading items being listed below), as well as on imports 
of newsprint and of canned Canadian salmon. 


Sewing machines, other than of a kind 
used for domestic purposes. 

Steam engines, reciprocating. 

Textile machinery other than of a kind 
used for domestic purposes. 

Turbines, gas, steam and water. 


Machinery Accessories, not including Toys, 


including the following: 

Ball and roller bearings. 

Belting of all types. 

Chains, steel transmission. 

Gears other than of a kind used in motor 
vehicles. 

Grinding wheels, discs and segments. 


Metal Manufacturing, including the follow- 


ing: 

Boilers, steam other than of a kind used 
for domestic purposes. 

Bolts, bolt ends and set screws. 

Fuel oil burners, other than of a kind 
used for domestic purposes. 

Furnaces and parts thereof, other than of 
a kind used for domestic purposes. 


Iron and steel (including alloy steel) manu- 


factures, including the following: 

Castings. 

Chain and chain cable, cast, forged or 
welded. 

Forgings. 

Plates and sheets, coated. 

Nails, rivets, tacks and staples. 

Screws for wood. 

Springs other than watch springs. 


Tools, Implements and Abrasive Materia’s, 


not including Toys, including the following: 
Abrasive cloths and papers. 

Agricultural implements and parts thereof. 
Engineers’ tools. 


Vehicles, etc., not including Toys, includ:ng 


the following: 

Carts and waggons. 

Tractors, track laying or wheeled, and 
parts thereof. 

Trucks, industrial, but not including road 
vehicles. 
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by Robert C. Ringstad 


OR the better part of a generation, “Gone With 

the Wind” has remained at the top of the list 
of all-time box-office hits of the motion picture in- 
dustry. With its potential still not exhausted, 
G.W.T.W. has grossed over $33 million. However, 
new developments in the motion picture industry 
threaten to knock the champ off its lofty perch. At 
last accounting, Paramount’s “The Ten Command- 
ments” had grossed over $30 million domestically 
from its limited schedule of showings, and accord- 
ing to Variety, the $60 million mark is in view on a 
worldwide basis. 

“Ten Commandments” is far from being an iso- 
lated case. A glance at two current successes, 
“Bridge on the River Kwai’? and “Around the 
World in 80 Days” provides a clue to what amounts 
to a revolution in the movie industry. Produced 
at costs in excess of $5 million apiece, each has 
so far grossed well over $10 million and their 
potential is virtually untapped. These so-called 
“blockbusters,” of which the above are only a few 
among many, are proving that the public can be 
drawn away from other forms of amusement when 
given sufficient inducement. Investor interest has 
been aroused by the success of the “big pics.” There 
are other favorable straws in the wind and a more 
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The Great 
Transition In 


MOTION PICTURE 
INDUSTRY 


> Where diversification changes picture for 
the various companies 


discerning look at latest conditions in the motion 
picture industry is in order. 


TV Hurts Movies 


Television, the electronic marvel which has trans- 
fixed the American masses, has caused an enormous 
decline in Hollywood’s share of the entertainment 
dollar. In the decade since 1948, average weekly 
attendance at movie theatres has declined from over 
80 million to 46.5 million. TV broadcasting stations 
have increased from 19 to over 500 and TV re- 
ceivers in use from less than a million to nearly 
40 million. The trend to more casual outdoor living 
and the increased popularity of other leisure activi- 
ties have once again centered entertainment around 
the home. Add to this the substantially higher price 
of theater admissions, the problems of traffic and 
parking and the near obsolescence of many theaters, 
which owners are reluctant to refurbish in the face 
of declining revenues, and it is clear why movie- 
goers have drastically changed their habits. 


The TV Quandary 
The omnipresence of television poses a real enig- 
ma for the major studios. On the surface, the exis- 


tence of a ready market to which old films can be 
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sold should be a blessing. Films which have been 
fully amortized (the greater part being charged 
ff in the first year of exhibition) and have satu- 
rated the theater audience, are ripe for sale to the 
ietworks. The revenues are mostly gravy and some 
estimates place profit margins as high as 40%. 
However, the statistics offer rather conclusive 
proof that the existence of a TV viewing audience 
has meant a sizeable decline in theater attendance, 
with the net affect being a loss to the studios when 
balancing TV revenues gained against movie rent- 
als lost. Nevertheless, the pattern will undoubtedly 
persist, since the immediate profit usually proves 
uppermost. There will always be a Sizeable TV au- 
dience that must be given entertainment, and the 
studios cannot pass up a chance to profitably dis- 
y0se of “old merchandise” which is of little econom- 
ic value to them as theater entertainment. 


The Post-1948 Squabble 


Having already sold the pre-1948 film libraries 
to television for over $220 million, the major pro- 
ducers are now facing the controversial question 
1f whether or not to sell their post *48 films. The 
issue has split the industry, with the studios on one 
side, the independent producers and distributors on 
the other, and the theater owner square in the mid- 
dle. This is not to say that post ’48 films have not 
been sold to the networks. Such greats of recent 
years as “The Captain’s Paradise,” “High Noon” 
and “The African Queen” have all appeared (to 
tremendous audiences, say the rating agencies) and 
in New York alone, hundreds of the post 48ers are 
in the hands of the networks. United Artists, pri- 
marily a financer and distributor for independent 
producers has no pre-’48 library and has sold nearly 
200 post ’48 films. Other independent distributors 
and foreign producers have similarly provided TV 
with more up-to-date pictures. 

The holdouts are the major Hollywood studios 
who claim that the initial sale of old films to TV 
was the first step to ruin. The obvious economic 
gains of the step have been more than offset, so 
they say, by the wrath of the theater owners and 


found wealth. They argue that further sales to TV 
would be cutting the throat of the exhibitors and 
hardly be profitable after sharing with the em- 
ployees. 

The TV networks need films, though, and it is 
common logic to assume that some equitable way 
will be found to satisfy this demand. Perhaps it 
will be an age limit, or a pre-arranged master 
schedule for showing old hits in competition with 
new releases, but as one television executive has 
stated, “the almighty buck will triumph.” 


Living with TV 


The precipitous drop in movie attendance has 
brought about a similarly severe decline in the num- 
ber of pictures released each year. The double-fea- 
ture has gone by the boards in many locations. 
The more discerning moviegoer isn’t interested in 
killing time by watching what was affectionately 
known in the trade as a “hay-burner” or “oater”’. 
The old B opus is a thing of the past, by and large, 
and the end result has ben an idling of studio capa- 
city as far as feature film-making is concerned. 

Here again, though, the studios have been able to 
use the competition as a profitable market. The TV 
craze for westerns alone is expected to mean a 
bonanza of over $50 million to the studios this year. 
The television commercial market should bring in 
an equal amount. The rise of the independent pro- 
ducer, often a leading player who has formed his 
own company for the freedom of script, greater 
profit potential and tax advantages, has also helped 
ease the overhead load considerably. Very often the 
studios act as distributor for a further share in the 
take. 

Despite learning to live with its competition, the 
major studios must rely more than ever on the fea- 
ture film for the main source of profits. However, 
with rising costs for production, promotion, distri- 
bution and studio overhead being applied to fewer 
pictures, the financial risk of motion picture pro- 
duction is greater than ever. Last year, the studios 
got a big taste of a fickle viewing audience. Many 
high-cost pictures were dismal box office flops, but 






























































the demands of their employees to share the new- there are enough low cost winners like “Marty” (an 
| Statistical Data on Leading Movie Companies 
Ist 6 Months 
Tota! Revenue Net Earnings Net Earnings Dividends 
1956 1957 Per Share Per Share Per Share Recent Div., Price 
| ———(Millions)——— 1956 1957 1957 1958 1957 1958* Price Yield Range 
Co'umbia Pictures $ 90.5! $101.5! $2.22! $1.76 $1.18% $41.03° $1.20° $(%) 19 —%  20%2-115 
Loew's Inc. 172.3 154.3- 91° 409° n.a. 154 .50 - 20 _ 2278-11" 
Paramount Pictures 93.3 107.9 4.43 2.47 1.18 1.39 2.00 2.00 43 4.6 4434-28 
Republic Pictures 42.2 37.9 18 4.88 4.27 50° - - 7 - 8M4- dea | 
| 
Twentieth-Century Fox 121.8 126.2 2.34 2.49 1.54 2.29 1.60 1.60 34 4.7 35 -195% 
United Artists Corp. 64.1 70.0 2.90 3.05 1.17 1.23 1.05 1.60 24 6.6 2558-15 
Universal Pictures 77.6 72.4 4.06 2.83 1.866 41.106 = 1.25 - 22 - 3072-18'4 
Warner Bros. Pictures 76.6 79.2 85 1.90 1.777 diy 1.20 1.20 22 5.4 287s-16'2 
onan , = a - — . : ~ | 
*—Based on latest annual dividend rate. '—Year ended June 30. 5—39 weeks ended July 26. 
4—Deficit. *—Year ended August 31. 6—39 weeks ended August 2. 
n.a.—Not available. %—9 months ended March 31. 7—9 months ended May 31. 
4—40 weeks ended June 5. S—Plus stock. 
%—Paid 5% stock thus far in 1958. 
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independent production, by the way) to hypo the re- 
ceipts and keep the industry optimistic. The aver- 
age feature now costs about $1.5 million to produce 
and must gross at least $4 million to break even, 
after allowing for promotional and distribution ex- 
penses and assuming a 50-50 split between the 
producer-distributor and exhibitor. Hundreds of B 
flickers are not the answer. The blockbuster, usual- 
ly shown on a limited basis at first at premium 
prices, must be the big attraction. To again cite an 
extremely successful example, “Around The World 
In 80 Days” just finished a 2 year run at New 
York’s Rivoli during which it played to over 2 
million persons and grossed $4.9 million at that 
theater alone. It is now scheduled to open Nov. 11 
at 11 N. Y. theaters, including six Loew’s theaters. 


Big in Europe 


The major studios have not been standing still 
while their markets deteriorate. The foreign mar- 
ket, where U. S. pictures account for over half of 
those shown, has proven extremely profitable. 
Foreign receipts account for about half of total 
revenues, but an even greater proportion of earn 
ings are due to lower tax rates. There are severe re- 
strictions in most of the bigger viewing countries 
on transfer of funds, but the producers have over- 
come this to a large degree by shooting films in 
these countries, thus gaining access to the funds 
and taking advantage of lower production costs. 

The one-eyed monster has again reared its head, 
however. Just as TV did in its infancy in the U.S. so 
it has begun to make serious inroads on foreign 
audiences. Theater attendance in England, usually 
the make or break country on foreign distribution, 
is down over 30% from the post-war peak. In the 
first half of 1958 alone, over 2 million sets were 
added to the Eurovision Video Network, bringing 
the total in use to nearly 13 million. While this 
points toward an erosion in overall earnings, there 
are some signs that the domestic market, having 
tired of the TV fad, is returning to the movies. 
This may well take up the slack until the foreign 
nations, too, reach our stage of TV dissatisfaction. 


TV's Rise and Fall (?) 


The major television networks might be the first 
to agree that things are far from bright in their 
industry. Their difficulties in selling prime time for 
this season can be interpreted as a signal that TV 
viewing habits have changed. That Sponsors were 
reluctant to support an ambitious three major net- 
work schedule is significant, even though business 
generally cut back on such expenditures during the 
recession. A random sampling of the public would 
add fuel to the flame, for it is becoming increasing- 
ly apparent that TV no longer commands the at- 
tention it once did. It has lost considerable stature. 

Movie attendance figures, disappointing in the 
last half of 1957 (in the midst of a serious reces- 
sion), further bear out this contention. It is esti- 
mated by Film Daily, the trade’s leading statistical 
spokesman, that average weekly theater attendance 
could reach the 50 million mark this year. The 
blockbuster concept has provided at least a tem- 
porary answer to the industry’s woes. In many in- 
stances, latest earnings results demonstrate the im- 
provement. Loew’s, whose MGM division has been in 
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the red for quite some time, is expected to earn $2.5 
million in the quarter to end November 30 and $3.5 
million is forseen in the following quarter, all due 
to important box-office pictures. 


Dissension at Loew's 


The Loew’s story is one that has attracted con 
siderable speculative interest in Wall Street. Whik 
one fraction favors spinning off the MGM pictur: 
making activity; President Vogel avers that a spin 
off of the theaters is the answer. The oppositio1 
cites a $24 million debt incurred primarily by) 
MGM, but the latest earnings should help the Voge 
cause immeasurably. While no prediction can_ be 
made here of the eventual winner, it will be in 
teresting to note which side does prevail. Shoul 
President Vogel emerge on top, it can be interpre 
ted as a victory for those who believe firmly in th« 
film industry’s future. There is no arguing the fact 
that he has done a workmanlike job of returning 
MGM operations to the black. 


Toll Television 


There is no comparison between watching a good 
motion picture on a relatively small TV screen and 
seeing it in a modern up-to-date theater. The re- 
cent experiment in Bartlesville, Oklahoma was a 
distinct disappointment to the pay TV boosters. It 
is really impossible to appraise at this point the 
impact of pay TV on theater attendance. This form 
of television is expected to offer first-rate enter- 
tainment, as Skiatron’s tentative arrangement with 
Sol Hurok the great talent impressario will attest. 
In this respect, it will offer real competition, just 
as TV did during its formative years. But more 
creative motion picture entertainment, which has 
regained some of its audience from TV, should 
likewise be able to eompete effectively with this 
new form of television. 


Diversification Efforts 


Diversification has proved to be the successful 
answer to declining business in many industries. 
Several major studios have turned to this means of 
recapturing earning power. Perhaps the outstand- 
ing example is Twentieth Century-Fox. A royalty 
agreement with Universal Consolidated Oil pro- 
duces revenues from oil and gas taken from its 
studio acreage. A more ambitious and potentially 
more rewarding project is the plan to develop about 
200 acres of its Los Angeles property. In the plan- 
ning stage is a $400 million development consisting 
of 56 apartment buildings, four office buildings, a 
hotel and shopping center plus parks, restaurants 
and other facilities to serve a community of some 
37,000 population. The potential income to Twen- 
tieth Century cannot be estimated at this time, but 
ultimately it should add substantially to common 
earnings. 

Another less successful, but promising factor in 
the diversification scheme is Paramount. Its wholly 
owned Chromatic Television Laboratories (work- 
ing with DuMont Laboratories, in which Para- 
mount holds a major interest) has developed the 
Lawrence Color Tube. Reportedly ready for com- 
mercial application, the tube is said to make possible, 
color TV sets in the $200 (Please turn to page 99) 
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The RAILROADS 
Look now? 





> Which are making progress 
> Which are still declining 


A recent pick-up in carloadings provides the 
only railroad news that has made cheerful 
reading. For revenue freight cars handled are now 
comparable with the year-earlier level, although 
still lagging 17% below those of 1956. 

But the outlook for passenger traffic remains dim, 
and in an official Interstate Commerce Commission 
report an examiner predicted that the passenger 
train will become a museum piece by 1970. Several 
carriers, claiming a right purportedly conferred by 
the new Transportation Act of 1958, have moved 

“omptly to curtail service in violation of the orders 
state commissions: the constitutionality of this 
law is being challenged in turn by local interests. 

Do such uninspiring reports mean that the rail- 
roads, despite previous recuperations, are now per- 
manently invalided? I doubt that. 

If we look, for a moment, beyond our own bound- 
aries we will find that the inherent advantages 
of the flanged wheel upon the steel rail have by 
no means disappeared. Russia and China are both 
pushing railroad construction vigorously. Important 
new lines have been chopped through wilderness or 
desert in recent years in Arabia, Iran, Africa, 
Venezuela and a score of other countries. Even 
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by Robert Shaw 


the railways of western Europe, operating under 
conditions more nearly approaching our own, have 
been aggressive in offering new passenger services. 
The International Bank, in its 1957-58 fiscal year, 
made no less than 29% of its total loans, or 
$209,000,000 in absolute amount, for railroad con- 
struction and rehabilitation. In the world at large 
railroads still play an expanding role in the economic 
sphere. 

What explains the contrast in health between the 
sickly American railroads and those in so many 
foreign countries? 

The reason of course is that this country posses- 
ses a relative surplus of transportation capacity, 
much of it of a “do-it-yourself” character, i.e., the 
private and contract carriers. The rest of the 
world, on the other hand, suffers from a shortage 
of transport facilities. This means that other 
countries are strictly obliged to utilize the most 
economical methods of transport. Only the United 
States can afford the luxury of wasteful duplica- 
tion, of disguising true costs by a maze of un- 
equal taxation and indirect subsidy. But there is 
an even more basic reason. In the rest of the 
world, with minor exceptions, the railroads are 
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Statistical Position of Leading Railroads | 
Gross Revenues Operating Ratio Net Per Share * as 
Ist 8 Months Percentage Full Ist 8 Full Ist 8 Estimated [- 
1957 1958 Change Year Months Year Months Full Indicated 
% 1957 1958 1957 1958 Year 1958 Recent Div. Rat- 
———(Millions)———- 1958 Div. + Price Yield ings 
Atchison, Top. & Santa Fe ..$408.7 $378.9 — 7.2 77.6% 76.0% $2.30 $1.28 $2.15 $1.40 25 5.6% A2 
Atlantic Coast Line ............ 111.5 98.9 —11.3 84.1 83.9 4.20 2.19 3.45 2.00 46 4.3 B2 
Baltimore & Ohio ............ 311.7 251.0 —19.4 80.9 80.3 8.53 3.71 6.00 1.00 a4 2.2 c3 | 
Chesapeake & Ohio .......... 289.0 226.4 —21.7 69.4 73.7 8.36 3.42 6.00 4.00 66 6.0 A2 } 
Chi., Milw., St. P. & Pac. 167.8 157.0 — 64 82.0 87.3 2.51 d 14 2.25 1.50 22 6.9 D3 
Chic. & Northwestern ........ 145.9 139.8 — 41 85.4 83.8 46.14 43.23 46.00 = 27 ~ D3 
Chi., Rock Island & Pac. .... 141.1 137.3 — 2.6 78.4 77.7 3.32 1.84 2.25 1.60 29 5.5 c2 ' 
Dela. Lack. & West. ........ 57.2 51.1 —10.6 85.5 90.0 .26 41.90 41.75 = WW - D3 
Denver & Rio Grande W. 56.2 47.9 —12.9 63.8 68.6 6.38 2.52 5.00 2.50 48 5.2 B2 
Erie : 115.9 98.8 —14.7 80.5 85.1 1.21 42.17 d 75 - VW — D3 
Great Northern Ry. 184.6 155.1 —15.9 77.1 81.4 4.38 2.07 4.00 3.00 47 6.4 B2 
Gulf, Mobile & Ohio 56.4 52.3 — 7.2 79.1 80.7 2.28 51 1.50 .60 23 2.6 c3 
Illinois Central . 193.4 170.6 —11.7 78.8 81.2 5.06 2.66 4.90 2.00 46 4.3 B3 - 
Kansas City Southern Sys. 48.3 43.9 — 9.1 57.9 61.7 9.29 4.55! 8.50 4.00 75 5.3 B2 not 
te X€ 
Lehigh Valley 45.6 38.0 —16.6 87.1 92.0 4.79 42.31 41.75 - 9 - D3 as ¢ 
trad 
Louisville & Nashville ...... 162.8 145.3 —10.8 83.2 85.8 7.63 2.49 6.00 5.00 78 6.4 B3 i} go 
pro 
Missouri Pacific “A” . 200.7 190.5 — 5.0 76.7 78.3 9.85 3.59 7.50 2.40 33 7.2 c2 O 
Va 
: New York Central .. 500.7 421.6 —15.7 84.6 87.5 1.30 41.59 45 _- 23 — D3 7 
| ~ : " 
| N. Y. Chicago & St. Louis. 115.6 89.8 ~22.3 71.4 76.3 3.58 1.14 2.60 2.00 32 6.2 B2 rT 
t 
| N. Y., N. H. & Hartford 109.3 97.5 —10.8 82.5 85.8 44.47 44.89 47.00 _ 10 _ D3 rail 
nite 
Norfolk & Western 171.4 132.8 —22.4 68,2 70.3 7.75 3.84 6.80 3.60 78 4.6 A2 men 
‘ vest 
Northern Pacific 121.5 112.6 — 7.3 82.8 82.6 4.25 2.46 4.20 2.00 50 4.0 B2 of 1 
Pennsylvania 670.9 543.6 —18.9 85.0 87.9 1.45 © 65 25 - 16 _ D3 / : ie 
fuls 
Reading 92.3 69.8 —24.3 80.0 86.8 5.36 d 69 1.40 1.00 22 4.5 c2 hop 
> 
> 
St. Lovis-San Francisco 80.1 72.9 — 9.0 81.6 91.0 1.74 72 1.90 = 18 - D3 the 
spot 
Seabaord Air Line 111.0 102.1 — 8.1 75.3 80.3 3.85 1.97 3.25 2.00 36 5.5 B2 ‘ull 
viev 
Southern Pacific Sys. 443.0 422.5 — 46 80.2 79.9 6.02 3.52 6.50 3.00 57 5.2 B2 : | 
Southern Railway ; 178.7 164.3 — 8.0 71.4 74.4 4.78 2.46 4.25 2.80 50 5.6 D2 
Union Pacific ; 339.2 318.9 — 6.0 74.0 75.8 3.34 1.84 3.10 1.60 31 5.1 A2 F 
thre 
Virginian Railway ......... 44.0 32.7 —25.6 46.6 52.4 4.93 1.99 3.25 2.00 34 5.8 A2 | tion 
— - valu 
Western Pacific... 37-1 32.9 —11.2 75.0 78.8 7.54 4.67 7.35 3.00 63 4.7 B2 | only 
they 
*—Before funds. 1—First 7 months July. . lt 
4_—Deficit. Valu 
+—Based on latest dividend rate. curl 
. — valu 
KEY TO RATINGS: (A)—Best Grade. (C)—Speculative. 1—Improved earnings trend. valu 
(B)—Good Grade. (D)—Unattractive. 2—Sustained earnings trend. Eri 
3—Lower earnings trend. } a 
—— ———— $97. 
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not expected either to show profits or to return 
texes to the government, but are operated merely 
as a public service. While this violates our own 
tradition it places the railroads on an equal foot- 
ing vis-a-vis other forms of transportation, and 
provides a fair test of their relative economy. 

Only in this country is transportation half pri- 
vate (the railroads) and half public (highways, 
airports, waterways, harbors). Just as Lincoln 
once predicted that “this country cannot survive 
half slave and half free”, it seems unlikely that the 
railroads can preserve their present status indefi- 
nitely against the determined efforts of the govern- 
ment to subsidize their competitors. Railroad in- 
vestors should exert their full influence in behalf 
of fair play in transportation; at the same time 
it is essential that they should be realistic, distin- 
guishing carefully between expectations and mere 
hopes. 

3ut while the broadly discouraging outlook for 
the railroads cannot be disguised, there are brighter 
pots. Since the pessimistic aspects have received 
ull recognition it should not be misleading to re- 
view the more constructive aspects. 


The Brighter Side 


First of all, most railroad stocks have been 
through the wringer, if not by actual reorganiza- 
tion at least by drastic depreciation below asset 
values. When the railroads complain that they are 
enly able to earn a meagre 4% on their investment 
they are computing this, of course, on the book 
value of their properties. In many cases stocks are 
currently selling at only a small fraction of book 
value; for example, Atlantic Coast Line had a book 
value of $129.95 a share at the 1957 year-end date; 
Erie, $72.15; Illinois Central, $138.41; Rock Island, 
$97.72 and Southern Pacific, $140.23. This devalua- 
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tion has been tough on earlier investors, but may 
spell opportunities today. In any case, the rail- 
roads’ unenviable position as low industry on the 
profit totem pole does not mean that yields on in- 
dividual railroad securities are equally low or pros- 
pects for attractive gains lacking. 

Secondly, the regulatory picture has brightened 
perceptibly. The Transportation Act of 1958, pas- 
sed in August, provides some measures of relief for 
the railroads, a little tightening up on their least 
inhibited competitors. Specifically, the new law 
nas abvlished the 3% excise tax on freight trans- 
portation, which had acted as an artificial stimulant 
to private hauling. It directs the Interstate Com- 
merce Commission to allow the railroads greater 
latitude in rate making, rather than obliging them 
to maintain their protective “umbrella” over com- 
peting agencies. At the same time it gives the 
I.C.C. a closer regulatory control over the previ- 
ously exempt truckers of agricultural products. 
(This exemption was originally created to protect 
genuine farm-to-market haulers, but was extended 
to cover the carriers of all processed agricultural 
products, however remote from the farm). The 
new law allows the I.C.C. to overrule state commis- 
sions which have prohibited curtailment of serv- 
ices; previously, the 1.C.C. could authorize complete 
abandonment but the mere reduction of services 
required the assent of state authorities. Finally, 


the act has created a system of government- 
guaranteed loans for railroads unable to obtain 
financing through conventional channels. The 
New Haven Railroad has just made the first 


application for a loan under this provision, and it 
could provide a lifesaver for a few other distressed 
roads. 

The importance of the above legislation should 
not be exaggerated. The same Congress which threw 
these crumbs to the railroads voted millions for 








highway construction, and seemed to be leaning to- 
ward the abandonment of the originally specified 
self-sustaining tolls for the St. Lawrence Seaway. 
This act could conceivably prove a harbinger of 
a more equitable governmental attitude toward 
transportation. In any case, rival agencies, the air 
lines, truckers and barges, are finding it constantly 
harder to plead for public support under their dis- 
guise as infant industries, and as they grow they 
are also attracting the greedy glance of the tax col- 
lectors. 

As a third factor, the steady drain on railroad 
earnings represented by passenger service is likely 
to be plugged within a few years to no more than a 
drip. While there is room for endless debate over 
the efficiency and proper expense allocation of pas- 
senger service, it is clear that passenger service 
cannot be provided at more than a negligible profit 
et best. Since the railroads can easily find areas of 
investment — in modernized yards or automatic 
signal installations, for example — that will re- 
turn as much as 40% annually on their cost, they 
cannot reasonably be expected to plow such funds 
into passenger facilities. So, while a few roads are 
still experimenting with new services and fare re- 
ductions intended to stimulate patronage, most of 
the carriers seem determined to withdraw from pas- 
senger service just as rapidly as this can be ac- 
complished without undue offense to the public. A 
recent official I.C.C. study indicated that, if the 
present trend continues, railroad parlor and sleep- 
ing car service will vanish by 1956, and all passenger 
service by 1970. 

To be sure, commuting services, the railroads’ 
most aggravating problem, are likely to stick the 
longest. There are even scattered signs that the 
local transportation of the future may return from 
rubber-tired to railed vehicles. However, such serv- 
ice will probably not be provided by the present 
railroad corporations, at least not without public 
aid. The Long Island RR. has already been op- 
erated by a public authority for several years, and 
just within the last few months the New Haven’'s 
Old Colony subdivision has won a $900,000 annua! 
subsidy, while the neighboring Boston & Albany has 
sold its money-losing Highland Branch to the Metro- 
politan Transit Authority. 


Is Labor Relief Possible? 


There are no tangible signs of relief from the 
featherbedding practices, sometimes reaching the 
absurd, which have plagued the railroads for de- 
cades, and which add enormously to the railroads’ 
inflated wage bill, already comprising 66% of total 
operating expenses. However, the Canadian rail- 
roads recently won relief from the requirement of 
an extra engineman in the cab of freight and yard 
diesels. This example, it may be assumed, will also 
be studied closely in this country. 

Non-rail income, chiefly from gas, oil and real 
estate operations, represents a stimulating “kicker” 
for an exclusive minority of western carriers, nota- 
bly Northern Pacific, Union Pacific. Atchison and 
Southern Pacific. Such sources typically provide 
a considerably larger proportion of net income than 
of gross revenue. Other western roads with large 
landholdings could benefit from mineral deposits as 
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yet undiscovered. It is not impossible that eastern 
railroads might also diversify. A “natural” for al] 
railroads would be the operation of pipe lines along 
their right-of-way, an activity in which Southern 
Pacific has already been profitably engaged for 
several years. 


The Answers to Better Days 


The most fascinating hope of railroad salvation, 
however, lies in the possible discovery of a successor 
to dieselization as a new major source of economy 
and efficiency. Retarder-equipped gravity yar'|ls, 
remotely controlled signalling, piggyback, mech«n- 
ized maintenance of way, terminal unification have 
all been suggested as the answer to this need. None 
of these seems quite to repeat the opportunity of- 
fered by the advent of the Diesel in the ’40s’, but 
they offer impressive advantages none-the-less. -\s 
mentioned above, most roads can find areas where 
expenditures for modernization will return as much 
as 40% annually on the outlay. 

Railroad consolidation, despite its retarded pro- 
gress in recent decades, should not be overlooked 
as a source of economy and more efficient operation. 
While the projected merger of the New York Central 
and the Pennsylvania must be dismissed as a pu)- 
licity gesture, other mergers, notably the Eriec- 
Lackawanna-Delaware & Hudson and the Northern 
Pacific-Great Northern-Burlington, are closer ‘o 
consummation. Some lesser mergers have actualiy 
been accomplished in the recent past; these incluce 
the absorption of the Dixie Line by the Louisville 
& Nashville, the winning of joint control over the 
Peoria Road by the Atchison and the Pennsylvania, 
and the acquisition of the strategic Spokane Inter- 
national by the Union Pacific. The railroads’ cur- 
rent difficulties should accelerate the rate of con- 
solidation. 

But none of these longer range prescriptions can 
help the patient if he dies of starvation in the 
meantime. The railroads need a diet of heavier 
raffic immediately. Here the outlook is only a little 
better than neutral. Carloadings have improved a 
trifle more than seasonally this year; in September 
they reached 90% of the year-earlier level, as com- 
pared with about 79% during the first half. This 
narrowing of the gap between 1958 and 1957 figures 
results largely, however, from the fact that loadings 
failed to show their normal autumn bulge last year, 
when the recession first raised its ugly head. Thus, 
the current trend does not yet justify enthusiasm, 
although improving business conditions, particular] 
the prospect for the rebuilding of inventories, equa!- 
ly veto unqualified pessimism. 

Obviously, it is misleading to the investor to 
speak of all railroads in a single breath; conditions 
vary greatly from company to company. At one end 
of the spectrum a few quality railroads can still 
claim blue chip rating; at the other, a larger num- 
ber represent gross speculations. Most of them fal! 
somewhere in between these extremes. While Aunt 
Martha should undoubtedly avoid all railroad stocks 
aside from the select few, more flexible investors 
may find the generous yields and profit opportuni- 
ties of medium-grade rail issues a satisfactory re- 
ward fcr the risks involved and time spent in 
studying them. (Please turn to page 101) 


THE MAGAZINE OF WALL STREETS 








¢ { 
$12. 
cur? 
estil 
have 
this 
muc 
sibl 
rect 
regi 
divi 
billi 
yea) 
bros 
of | 
cor] 
will 
per 
sha 
ict 
V 
seas 
of 


oc! 


2astern 
for all 
s alk ng 


uthern 
ad 0! 


Vation, 
‘cessor 
Ono ly 
yar |s, 
echin- 
1 have 
None 
ty of- 
:’, but 
Ss. As 
where 
much 


| pro- 
ooked 
ation. 
entral 
pu)- 
Erie- 
thern 
“sy 0 
tual! 
cluc e 
svilie 
r the 
ania, 
nter- 
cur- 
COoll- 


3 can 
L tl e 
avier 
little 
ed a 
mber 
com- 
This 
rures 
lings 
year, 
‘hus, 
asm, 
larl\ 
jual- 


-Or Pay Extras 
by Noel 


@ TOTAL dividend disbursements by corporations 
this year will probably approach the record 
€12.4 billion paid out last year. The extent of the 
current industrial recovery movement is such that 
estimates of aggregate dividend payments for 1958 
have now been raised from projections made earlier 
this year, and whereas previously a drop of as 
much as 10% from last year’s payout seemed pos- 
sible, the indications now are that corporate di- 
rectors during the remaining months will authorize 
regular and extra payments which will bring total 
dividend declarations for the year close to the $12.4 
billion mark. The fact that for the balance of the 
year the recovery in business gives promise of 
broadening out and carrying on into the early part 
of 1959, will no doubt be taken into account by 
corporate managers; they will probably be the more 
willing to authorize the distribution of a greater 
percentage of earnings in the form of dividends to 
hareholders than would be the case if the economic 
sicture was still clouded. 
We are approaching the most bountiful dividend 
season of the year and all over the nation directors 
1f industrial corporations, railroads, utilities, and 
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Companies 
Likely to Increase Dividends 


Hemming 




























































in Stock or Cash 


bank and insurance companies will be meeting, in 
accordance With established practice, to consider 
not only the regular dividends but what extra pay- 
ment, either in cash or stock, can be meted out to 
the shareholders. Historically, December has always 
been the banner month, accounting usually for 
about 20% of the total of all dividends declared 
during the year, and this year promises to be no 
exception, although extras voted may be somewhat 
less than in 1957. Despite the economic recovery 
which has been underway since early last summer, 
profits of corporations in toto will fall short of the 
$21.8 billion after taxes earned last year. 

But there are offsetting factors to these reduced 
earnings which will be considered by managements. 
Because of the huge appropriations in recent years 
for plant expansion, depreciation allowances now 
furnish a cash flow to corporations which, to some 
extent, provide a cushion for current dividend 
rates; furthermore, inventories have been reduced 
on a broad scale and plant and equipment expendi- 
tures in 1958 will be some 15% below those of 1957, 
according to latest estimates. Thus, there will be 
less urgent demand for companies to retain large 
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Stocks Likely to Pay Extra or Year-End Dividends 




















Amount 
1957 1958 of Extra 1958 
Net ——Ist 6 Month:—— _ Estimated 1957 Div. Indicated 
Earnings Net Earnings Net Total Paid Regular 
Per Per Share Per Div. 1957 Rate Recent Price-Range 
Share 1957 1958 Share Payment Year-end ° Price 1957-58 
SN II ois cscnicresntnnnmmepiincanian $3.30 $1.32 $1.48 $3.60 $1.90 $.10 $1.80 65 6712-37! 
INT MI cas cccevcstcianinsiticianihins . 5.62 2.55 2.82 5.60 3.50 .50 3.00 81 8375-53! 
American Home Products . 5.03 2.49 2.74 5.50 3.00 .60 3.00 112 11334-59' 
ee — * 1.17 1.12 1.90 1.30 10 1.20 30 33 -20' 
Bell & Howell <n ne 64 .84 4.00 1.00% 212%4 1.00 77 7934-36) ; 
IIR ico nacictnosininnieonta . 4.07 2.08 2.31 4.40 2.00 .30 1.80 70 72 -41 
Colgate-Palmolive 7.80 3.20 3.25 7.85 3.25 25 3.00 70 7078-41 
Corning Glass 2.43 1.22 .97 2.25 1.50 .50 1.00 91 95 -745 
| Cutler-Hammer 4.51 2.35 1.45 2.80 2.50 50 2.00 56 6434-38) 2 
Deere & Co. . 3.96 3.24! 4.17! 5.10 1.62'2 25 1.50 48 4978-267¢ 
| Eastman Kodak 5.09 2.09 1.94 4.90 2.65" .25 2.60 126 131 -81%4 
| General Amer. Transportation . 6.61 3.21 3.00 6.00 3.5212 25 3.50 97 100! 2-677 
General Portland Cement 3.36 1.97 1.95 4.35 2.30 .50 1.80 77 7878-475 
Household Finance 2.88 1.51 1.40 2.90 1.20% 5%! 1.20 36 39%2-25 
| Inland Steel 10.34 5.26 3.51 8.10 4.50 1.50 4.00 120 121'2-69 
| International Bus. Machines 7.73 3.47 4.27 9.00 2.30 212%! 2.60 112 41334-249 
| Kroger Co. 5.10 2.39 2.55 5.50 2.00% 4%4 2.00 93 9412-47 
| Lorillard (P.) 3.79 .83 3.96 8.50 1.95 75 3.40 72 7358-3238 
Maytag Co. 3.78 1.59 1.93 3.90 2.40 40 2.00 43 4334-22 
Mcintyre Porcupine 3.24 1.49 1.56 3.30 3.00 1.00 2.00 87 122'2-67 
Merck & Co. 2.20 1.13 1.35 2.80 1.20 .20 1.20 70 7334-29'8 
Minneapolis Honeywell Reg. 3.07 1.56 1.29 3.10 1.75 0S 1.60 93 131 -73'2 
Penney (J. C.) 6.00 2,23 1.85 5.75 4.25 1.25 3.00 98 9934-75 
Pfizer (Chas.) & Co. 4.23 1.85 2.14 4.50 2.10 .65 1.60 84 8634-4234 
Sears, Roebuck & Co. 2.15 .87 .82 2.05 1.10 10 1.00 34 34! 2-24's 
| Stone & Webster 4.91 2.61 2.48 4.85 3.00 1.00 2.00 54 55'4-33'4 
| Sun Oil 4.17 2.34 1.01 2.00 1.00° 6%" 1.00 64 82 -59 
Texas Co. 5.94 3.01 2.37 5.15 2.35" 2% 2.00 77 78'2-54%8 
| U. S. Gypsum 4.78 2.32 2.13 4.75 273 55 2.00 86 93 -51's 
U. S. Shoe 2.24 1.82- 1.81- 2.20 1.30 25 1.20 30 30 -1734 
| Warner-Lambert Pharm. 5.43 2.15 2.12 5.50 2.37'.3 2%4 2.50 84 88'2-42'8 
| Zenith Radio 8.29 2.43 3.04 10.50 3.50 2.00 2.00 120 13478-4558 
| *—Estimated total 1958 payments, but excluding possible year-end 1!—9 months ended July 31. 
| declarations. 2—9 months ended August 31. 
3—Plus stock. 
4—Paid in stock. 
Stocks Likely to Increase Dividends 
1958 1958 
1957 ————Ist 6 Months———— Estimated 1957 Indicated 
Net Net Earnings Net Total Regular 
Per Per Share Per Div. Rate Recent Price Range 
Share 1957 1958 Share Payment . Price 1957-58 
Boeing Airplane $5.49 $2.47 $2.78 $5.55 $1.00° $1.00 46 612-29 
Brunswick-Balke-Collender 5.53 1.08 2.05 6.40 65° 1.00 57 574-21'4 
Corn Products .... — 1.02 1.11 2.70 1.50 1.80 46 4734-28 
Grand Union Co,. . 2.38 .60! 65! 2.75 69° .80 50 52%2-25'2 
International Tel. & Tel. . 3.12 1.81 1.72 4.00 1.80 1.80 47 4834-2534 
ESTERS ee ere . S22 2.56 3.30 5.80 2.40° 2.40 52 5434-26 
Penn-Dixie Cement . 2.14 73 1.04 2.85 1.20 1.20 35 40'2-21 
Polaroid 1.44 .53 .62 1.65 14 .20 71 73\e-25\4 
Rexall Drug se ; oe VS 47 .60 1.65 .57 .50 25 28\4- 77% 
Reynolds (R. J.) Tob. ‘B’ ........ os GS 2.69 3.45 7.50 3.30 3.60 87 9038-52'8 
Schenley Industries soe BAS 2.00 2.25 2.65 1.00° 1.00 38 3918-1658 
Texas Utilities . 2.56 1.07 1.15 2.70 1.44 1.60 56 572-3858 
Trane Co. - — 1.24 1.28 2.95 -90 .90 59 6134-36 
Walt Disney Productions . ........... we 2.44 1.57 1.89 2.70 .30° .40 34 36%-13 
Wilson & Co. . 2.19 1.00 1.50 2.85 1.00 1.00 28 2834-13 
*—Estimated total 1958 payments, but excluding possible year-end ~—9 months ended May 31. 
declarations. 3—9 months ended June 30. | 
4—26 weeks ended April 26. 
1—First fiscal quarter ended May 31. 5—Plus stock. | 
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cash balances and this should be reflected in a will- 
ingness by corporations to disburse a larger pro- 
portion of their earnings in the form of dividends. 
According to data compiled by the Department of 
Commerce, the proportion of profits after taxes 
paid out in dividends over the past five years (1955 
to 1957 inclusive) averaged about 53% ; the same 
source now estimates that the payout ratio for 1958 
wi!' be up to approximately 67%. 

here is, however, a tendency to deal only in gen- 
eralities. At a time like this, when the Dow-Jones 
averages have passed all their former peaks and 
are reaching for new zeniths, one is forcibly re- 
minded that the Wall Street saw that “you cannot 
bu the averages” is still true. The rueful investor 
whose stocks have not participated in the current 
frenzied bull market has only an academic interest 
in -he day-to-day recital of new highs for almost 
all the issues except the ones he owns. The same 
holds true for dividends. Investors in many com- 
panies have already seen dividends reduced or 
omitted entirely this year and holders of the secur- 
itis involved can gain no comfort from the fact 
that aggregate dividend payments this year will be 
at near-record levels. 


The Time For Action 


sefore we get down to the more specific and 
present companies which are in a position to in- 
crease their regular dividend payout or declare 
some form of extra—either in cash or stock—it may 
be timely to remind investors that it is never too 
late to improve one’s investment position. Weed out 
the non-dividend payers, unless their prospects of 
early resumption are good, and purchase better 
grade issues that give promise of increasing the 
lisbursements to shareowners. Bear in mind also 
it this is the time to consider the sale of de- 
ressed securities for tax-loss purposes and by the 
ntelligent transfer of funds into good quality 
ssues, prepare to enter the new year with a stronger 
and higher-yielding portfolio. 
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Top Candidates For Higher Dividends 


Justifying the classification of being virtually 


recession-proof, the drug industry provides many of 


the likely candidates for dividend increases. Prac- 
tically all of the major producers reported higher 
earnings for the first half of this year as compared 
with 1957, led by Merck & Co. which showed a gain 
of 20%, with indications that earnings of this com- 
pany for the full year 1958 will be in the neighbor- 
hood of $2.80 a share compared with $2.20 earned 
last year. Last November, directors declared a 20¢ a 
share extra and we look for at least that amount 
this year, although the current rate of earnings 
could lead the directors to be more generous this 
time. 

Net profits of Bristol-Myers, an important maker 
of proprietary products such as Ipana, Bufferin, 
‘italis, ete., are also running well ahead of last 
vear and a higher plateau of earnings appears to 
in sight as a result of the company’s entrance 
nto the ethical field on a broader scale. In general, 
he ethicals provide wider profit margins than the 
wroprietary items. With 1958 earnings being esti- 
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mated at about $4.40 per share compared with 
$4.07 in 1957, a repetition of the 30¢ extra which 
was paid last year seems a reasonable certainty. 

One of the real growth equities in the drug 
group, Pfizer, is continuing its year-to-year gain in 
sales and profits and 1958 earnings promise to be 
well ahead of the record $4.23 a share reported in 
1957. The year-end extra of 65¢ a share which was 
declared last year is a minimum expectation when 
Girectors meet next month. 

Other companies in the drug field whose earnings 
justify the declaration of a year-end melon are 
Parke Davis, Abbott Laboratories, Rexall, Warner- 
Lambert and American Home Products, although the 
latter no longer fits exactly into the drug category, 
because of its long term diversification program 
into other areas. 

In the final analysis, earnings are the main divi- 
dend determinant and investors who have ignored 
this axiom have often paid dearly for their lack 
of foresight. Thus, it is among the companies that 
have turned in the best earnings performance during 
this difficult year that we should look for candidates 
for dividend increases. 

For example, Bell & Howell reported an increase 
in net profits of more than 30° for the first half 
as compared with the same period last year and 
this gain could widen further as the buying months 
for photographic products lie ahead, the Christmas 
season providing the major retail stimulus. We look 
for some form of stock dividend before the end of 
the vear, although an increase in the present 25¢ 
a share quarterly rate is also a possibility as earn- 
ings this year may top the $3.78 per share reached in 
1957. However, this stock has had a considerable 
rise in recognition of these factors. Only 655,064 
shares of common stock have been issued, which 
undoubtedly has been a factor in this extensive 
upward movement. 

Another company that has turned in an amazing 
record of earnings this year is Zenith Radio which 
has continued to outpace its competitors in the 
volatile radio and television industry. It now ap- 
pears likely that this company will report earnings 
for 1958 in excess of $10 a share and an increase 
in the present dividend rate is strongly indicated. 
Furthermore, the stock which was split earlier this 
vear, could possibly be split again as it has almost 
doubled in price in recent months and is close to the 
figure at which it was split last time. 

The income of farmers this year has been run- 
ning well ahead of 1957 and promises to set new 
all time records. This has found reflection in higher 
sales volume and profits for the farm equipment 
companies with Deere & Co. leading with a 28% 
gain in net earnings for the 9 months ended July 
31st, and the likelihood that earnings for the fiscal 
year ended October 3lst may exceed $5 a share. The 
bonus declaration when directors meet later this 
month should certainly be more generous than the 
25¢ year-end extra of a year ago, because the com- 
pany is likely to show higher earnings in 1958 than 
it has since 1952. In additicy to an extra payment 
that may be declared ths year, Deere directors may 
well consider an increase in the regular rate which 
is currently only 37!4¢ a share quarterly. This is of 
interest to holders of this stock, as the price seems 
to a large extent to have (Please turn to page 97) 
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Market Leadership 


As evidence of considerable 
professional “maneuvering” and 
quick-turn trading, upside leader- 
ship in this market is shifting 
considerably from day to day, and 
it has become rare for closing 
levels in the averages on the up 
days to be anywhere near the best 
intra-day prices. “Put ’em up and 
tuke some profits.”” At this writ- 
ing, the stock groups showing 
mcre strength than the general 
market are principally air trans- 
port, aluminum, automobiles, cop- 
pers and other non-ferrous metals 
issues, meat packing, metal fabri- 
cating and steels. In terms of 
basic investment status, it is not 
too inspiring a list. Groups cur- 
rently showing less than average 
demand, even though some of 
them have edged up to new highs 
for the year or longer, include air- 
crafts, auto accessories, building 
“materials, drugs, electrical equip- 
ments, farm machinery, oils, pa- 
per, all retail stock groups, sugar 
and tires. In a churning market, 
however, this line-up could be dif- 
ferent next week, if not tomor- 
row. 
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New High? reached new all-time highs. They 
Each new all-time high at- art agi vem — (by Ln — 
tained by the Dow industrial weit ee nee obty — — ; 
; ; man Kodak, General Foods, Proc- 
of a — pee — ter & Gamble, Texas Company 
Or Stoce "1ces S cons "¢ . r Qa ems argi ‘ 
pa Nec ga cane da 7 Me: — = 
— a “4 in —_ at new highs casts doubt on the 
ers’ letters. e fact is not dis- onsen. : y verords 
puted, but the generally bullish = erway g Rag lel 
implications read into it are ex- ; ; 
aggerated and misleading. More Where They Stand 
individual stocks are under past American Telephone’s all-time 
highs than have risen above them. high was 31014 in 1929, the sub- 
Moreover, up to this time, only 7 sequent high 20014 in 1946. The 
out of the 30 Dow industrials, or stock is now at 191. American 
less than a fourth of them, have Tobacco’s high was 11614 _ in 


























INCREASES SHOWN IN RECENT EARNINGS REPORTS 
1958 1957 
Addressograph-Multigraph ; .. Year July 31 $3.25 $2.72 
Campbell Soup Co. ... ‘ .e Year Aug. 3 2.95 2.80 
Case Co., (J. 1.) ... coseeseeeeeeee Quarr, July 31 85 55 
Houston Lighting & Power .. sccccserccce Be OGG, Aug. 31 2.94 2.66 
Winn-Dixie Stores .. lien voceoeeee Year June 28 1.95 1.71 
I TIL iccsisescncincesecenssn seseeeeeeeeeee Quarr. July 31 1.21 95 
8 ee 4.17 3.24 
I I i os ici aale ecutennlailiceene Year June 30 3.86 3.06 
I Pr sci isantiigniininiasinesssiaiecesiosillaiade Quar. July 31 72 65 
Twentieth-Cent-Fox Film ...............cccccccccecseeeee 26 weeks June 28 2.29 1.54 
SS SS 
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1929. It is now at 90. That of 
International Harvester was 473% 
in 1929, over 20° above present 
level around 38. Woolworth is 
now around 48, against 1929 high 
of 103%. The all-time high of 
National Distillers was 3714 in 
1951, with the stock now at 265%. 
Chrysler, duPont, General Mo- 
tors, Sears, and Westinghouse 
Electric are all well ynder highs 
made in 1955. Allied Chemical, 
Iniernational Paper, Johns-Man- 
ville, Union Carbide and United 
Aircraft are all much under highs 
reiched in 1956. The following 
stocks in the average have yet 
to surpass all-time highs record- 
ed on the Spring-Summer 1957 
rise: American Smelting, General 
Electric, Goodyear Tire, Interna- 
tional Nickel, National Steel, 
Standard Oil of California, and 
Standard Oil (New Jersey). 


Different? 
Figured on current rate of 
earnings, industrial stocks are 


about as highly priced as at the 
extremely vulnerable 1929 mar- 
ket top. The ultimate 1929 non- 
sense was the enthusiastic buy- 
ing, at premium prices, of stocks 
ot newly-formed investment 
trusts. The professional managers 
thereof were expected to make 





trust shares is, of course, on a 
cash basis; and the buying by the 
funds is mostly on a dollar-aver- 


aging basis. So no crash will 
come, nor can per-share asset 
values of mutual-fund shares 


shrink more than moderately ex- 
cept in serious market declines, 
usually associated with business 
depressions or recessions. That 


does not change the fact that 
there are limits to trust-fund 
profit-making in an _ inflated 


market — and that, as always 
when the money is easily had, 
there are possibilities for some 
abuses of the public’s confidence. 


Unpromising 


Based on their behavior in re- 
cent weeks—also recent months 
in some cases — the following 
stocks look like they are not in 
a position to go anywhere on the 
upside at this time: Bridgeport 
Brass, Carrier Corp., C.I.T. Fi- 
nancial, Coca-Cola, du _ Pont, 
Eastern Air Lines, General Elec- 





tric, Goodyear, Halliburton, 
Hertz, Johns-Manville, .Minne- 
apolis - Honeywell, Minnesota 


Mining & Mfg. National Bis- 
cuit, National Distillers, Nation- 


a! Gypsum, Norwich Pharmacal, 


Otis Elevator, Outboard Marine, 








six supermarkets in the Los An- 
geles area, was taken over by 
merger and the name changed 
to Magic Chef—Food Giant Mar- 
kets. Other acquisitions extended 
the business to 17 supermarkets in 
the same area, with total annual 
sales around $80 million. Recent- 
ly the Magic Chef division was 
disposed of, leaving the company 
only in the profitable food-store 
field and making available some 
$4.5 million for further stere ac- 
quisitions. With something like 
$4 million in past loss carry-far- 
ward credits, present profits are 
indicated to be tax free; and all 
earnings will be plowed back into 
expansion in the West Coast 
area. Semi-annual stock divi- 
dends at 2% each were recently 
inaugurated. Earnings which 
were $0.45 a share in all of 1957, 
were $0.34 in the 1958 first quar- 
ter and $0.54 in the second quar- 


ter. The rate of gain’ suggests 
1958 net over $2 a share. What 
it might be several vears hence 


is impossible to forecast; but ex- 
pansion has so far continued to 
pay off throughout the super- 
market field. The preset man- 
agement of Food Giant Markets 
has proven successful to date and 
is moving in a promising direc- 
tion. For a company of this size 
possibility of doubling earnings 





























“hey . - me , Fr soc 
mail money for their shareholders by Phillips Petroleum, Pittsburgh in a few years is greater than for 
cad “selective” buying of stocks Plate Glass, Pullman, Simmons the established giants or me 
one which, in virtually all cases, were Ce., Socony Mobil, Sperry-Rand, dium-sized companies im __ the 
any already greatly over-priced. The Sun Oil, United Air Lines, UT nited business. Food-store stocks like 
and subsequent huge losses need not Fruit, U. S. Gypsum, U. 5. Rub- Food Fair. Grand Union Great 
sie be dwelt on. Now the public avid- ber, Westinghouse Electric and A. & P., Kroger and Winn-Dix¥ 
the ly pours money into newly- Wrigley. are selling at 16 to 18 times likely 
mele formed mutual funds, as well as 1958 earnings. At 2515 in a 1958 
into the established open-end Parlay range of 26%,—12%,, Food Gian’ 
trusts, with the same blind faith Markets is priced in the vicinity 
as in 1929 that the managers The old American Stove Co. of 10 to 11 times earnings. Pur 
ime have the know-how to pile up had a poor trade position, but chases, especially on price dips 
ub- capital gains more or less end- some assets and an accumulated could prove rewarding. 
The lessly, regardless of how high loss of possible future value for 
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people imagine. But it differs jor operation on it. In August, Readers have fared well ip 
from 1929 in that the buying of 1957, Food Giant Markets, with these two stocks, which we have 
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Unless an unexpected hitch de 
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D " ade t -... mei Paent red . 53 109 its dividend from $3.60 to $4. 
| resser In - ee sciaenianiae -.e Quar. July ‘ . making five consecutive years of 
Northwest Airlines, Inc. see mos, June 30 .38 .66 . » ¢ ubling 
, ; higher payments and doubling 
Associated Dry Goods ...6 mos. Aug. 2 47 .68 ar Qn2 2 » 
the rate since 1953. The merge. 
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THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY = 


Business 
Trend 


Industrial Production 
FRB INDEX 1947-1949-100) 
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Forecaster * 


INTERESTING TO NOTE — 
The rise in industrial production 
line between 1956-57 was offset 
by economic decline in that 
period, accurately forecasting 
heavy inventory accumulations. 


W ith the many revolutionary changes in our economy. 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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RELATIVE STRENGTH MEASUREMENT 
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This we have done in our Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 

As can be seen from the chart, industrial activity in itself 
is not a true gauge of the business outlook—the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes direction up or down a corresponding change in our 
economy may be expected several months later. 

The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of expansion or contraction in the making. When 
particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi- 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 

and business standpoints. 


Current Indications of the Forecaster 


At the end of the third quarter, virtually all of the 
component series entering into the calculation of the 
Trend Forecaster were in an ascending phase. 

The combined uptrend in the indicators has driven 
the Relative Strength Measurement sharply upward, 
above the plus three level indicative of general ex- 
pansion. The Trend Forecaster itself is now rising rapid- 
ly, although it still has far to go to regain the pre-reces- 
sion levels of early 1957. 


In view of the sharp response of the Trend Forecaster 
and its related underlying measures, a word about its 
present interpretation is in order. It is clear enough that 
the measure is forecasting a continuation of the present 
upturn at least through the end of the year and into 
the early months of 1959. But beyond this point, a 
number of imponderables lie in wait for the uptrend. 
The question marks involve the homebuilding industry; 
the capital goods industries; the consumer durables 
industry; and, perhaps, the export market for Amer 
ican-produced goods. 
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CONCLUSIONS IN BRIEF 


PR ODUCTION—rose a little further in September, and 
is still rising in October. Output rates in autos, appli- 
ances, and raw materials now advancing, although 
sti'l mainly a reflection of improved inventory 
denand. Outlook: further moderate advance in pro- 
duction rates through December. 


TRADE—Sales volume declined in September (after 
se sonal adjustment), but is apparently strengthening 
again in October. Volume should continue moderately 
upward, into the biggest Christmas on record for 
so't goods and smailer appliance lines. Outlook for 
major appliances and autos still not notably brighter. 


MONEY & CREDIT—Firmness, but not true tightness, 
stil characterizes money market. Federal Reserve 
acting with caution, to control but not limit expansion. 
One casualty: mortgage money for low-interest, gov- 
ernment-guaranteed mortgages is dwindiing. Out- 
look: a little further tightening in remainder of the 
year, which will affect the housing market. 


COMMODITIES—nonferrous metals have moved 
slowly out of their doldrums in the past few weeks, 
on frequent but small price advances. Stability still 
rules among most other commodities, and inflation of 
the general commodity price level still seems far off. 
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N the past month, a rather respectable consensus 
of business conditions in 1959 has begun to 
emerge; it is realistic enough to warrant close at- 
tention on the part of investors and businessmen. 
For most experienced observers of the business 
trend, it is now very difficult, if not impossible, to 
see a reversal of the present recovery before the 
second quarter of 1959; business cycles have not 
normally run their course that quickly. But if the 
recovery lasts that long, it will have reached the 
imposing foothills of what may turn out to be the 
dominant business event of 1959: namely, a pro- 
longed and bitter steel strike. According to the think- 
ing of many economists, the steel holdings of dura- 
bles manufacturers will not have recovered to normal 
at the end of the first quarter of 1959, and a good 
deal of protective buying will occur in the second 
quarter, as production insurance against a strike. If 
so, the industrial production index, whose rate of 
rise may well slow down in coming months, may 
start up fairly sharply again in the second quarter 
as inventory policy turns very actively into accumu- 
lation. Following a stiff steel strike, a small boomlet 
would bring activity back to pre-strike levels, with 
growing distortions in inventory-sales ratios. 


This outlook for the industrial sector is coupled with 
a broadly shared feeling that the automobile, home- 
building and capital goods markets will respond, 
but only moderately, to the pul! of the recovery in 
inventory demand, and that the big postwar records 
in these three major hard-goods areas will not be 
equaled in 1959; they may not even be approached. 


(Please turn to the following page) 
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t Previous Year 

THE MONTHLY TREND Unit | Month Month Month Ago 

» « } 

INDUSTRIAL PRODUCTION* (FRB)......| 1947-’9-100 | Sept. 137 136 144 
Be I Bia sccecccnssceccsnines cones | 1947-'9-100 | Sept. 144 144 160 
Nondurable Goods Mfr | 1947-’9-100 | Sept. 134 133 131 
III sicchansdideeshbmisestibeiaessiceeonsinaineaisaion | 1947-'9-100 | Sept. 123 120 129 

a cn iceman salapdiinniianen $ Billions Sept. 16.6 16.9 16.9 
ES EE Oe $ Billions Sept. 5.1 5.2 5.7 
Nondurable Goods.............cccceseseeeeeees $ Billions Sept. 11.4 11.6 11.2 
re SN NR iieccncsesscnnerniicecanenains 1947-'9-100 Sept. 138 147 136 

MANUFACTURERS’ 

New Orders—Total* $ Billions Aug. 26.3 26.4 27.3 
NS ee $ Billions Aug. 12.3 12.5 13.2 
Nondurable Goods............c.s0ss000 $ Billions Aug. 14.0 13.9 14.2 

IN siesisstisciininiaenanieoncmaseenceeoiens $ Billions Aug. 26.4 26.3 28.6 
I I iccnscsccntsntivencatoniaions $ Billions Aug. 12.4 12.3 14.3 
Nondurable Goods................::ss000+ $ Billions Aug. 14.0 14.0 14.3 

BUSINESS INVENTORIES, END MO.* $ Billions July 859 86.4 91.0 
Manufacturers’ $ Billions July 49.8 50.2 54.1 
EN TT $ Billions July 12.1 12.1 12.7 
I ia clad tiateaeenahaiaeliiiie $ Billions July 24.0 24.1 24.1 
BR, TR TRBUIS  cccrcscesctcsecsnseccsmnnien 1947-'9-100 July 148 148 154 

CONSTRUCTION TOTAL.............0ccccceeeeee $ Billions Sept. 4.8 4.8 47 
ites anaidcaaneiabads $ Billions Sept. 3.2 3.2 3.2 

PI seciccnnsessceescnevinesianinvannans $ Billions Sept. 1.7 1.7 1.6 
Be TI scicuisaesnicastpcsiisadiantanitanteaiaial $ Billions Sept. 1.5 1.5 1.6 

Housing Starts*—a..........ccsscescerseeeeee Thousands Sept. 1220 1170 1012 

Contract Awards, Residential—b...... $ Millions Aug. 1451 1557 1284 
Be a Iscicscccsuhiehannsunancunctinditien $ Millions Aug. 2016 2051 1534 

EMPLOYMENT 
SIN III nincscndsvitciansmseciicsieansaeeietin Millions Sept. 64.6 65.4 65.7 
IID -ackintintiisissancianiipnmiiisiniesnaniiliasg Millions Sept. 51.1 50.6 52.7 
IE sissriivicesrecsminanmennie’ Millions Sept. 7.9 77 7.6 
IID ‘seusisctisinuirillniseanenenaianenniinaicaabiniind Millions Sept. WW. 11.0 11.3 

Factory .... Millions Sept. 11.9 11.6 13.0 
RN IE a incicnnisccesdsrsareracians Hours Sept. 39.8 39.6 39.9 
Hourly Earning$..........esereeee Dollars Sept. 2.14 2.13 2.08 
Weekly Earnings............esee Dollars Sept. 85.17 84.35 82.99 

PII, TRO III ccc escccesvesccescssescecccses $ Billions Aug. 356 359 352 

Wages © Saleries......c.ccccccsccsscsosccssees $ Billions Aug. 238 242 241 
Proprietors’ Incomes............seeesseees $ Billions Aug. 56 56 56 
Interest & Dividends...............c00e000 $ Billions Aug. 32 32 32 

Transfer PaymMents..........csssereeesenees $ Billions Aug. 27 27 22 

Farm Income $ Billions Aug. 17 17 16 

IE Fei ecccceccsccccevescossccscrence 1947-'9-100 Aug. 123.7 123.9 121.0 

DUINIIIE  sicoXichiclsiciciniiasladslisDecindeasaitenniisnlannniinta 1947-'9-100 Aug. 120.7 121.7 117.9 

ROOD Sacicvnicéccnsitesaescnensencsecsdeniininiaionns 1947-'9-100 Aug. 106.6 106.7 106.6 

SERIE a cacevesvscceccesnssnnssoccosesssorensenseenes 1947-'9-100 Aug. 127.9 127.7 125.7 

MONEY & CREDIT 

All Demand Deposits*...........c0:00000 $ Billions Aug. 109.3 109.6 106.8 

ee Oi ccvscctitecesscctrtenncaisensine $ Billions | Aug. 84.9 84.0 83.2 

Business Loans Outstanding—c.......... | $ Billions | Aug. 29.9 29.5 32.0 

instalment Credit Extended’............ | $ Billions Aug. 3.4 3.3 3.6 

Instalment Credit Repaid”..............+ $ Billions Aug. 3.4 3.4 3.3 

FEDERAL GOVERNMENT 

NI IN inc ianidctasteneicenseninen $ Billions Aug. 4.8 2.9 5.1 

Budget Expenditures...............ssee0 $ Billions Aug. 6.2 6.6 5.9 

Defense Expenditures...........ccesesee | $ Billions Aug. 3.5 3.7 3.8 

Surplus (Def) cum from 7/1.......+ .| $ Billions Aug. (5.0) (3.7) (4.1) 
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Total final demands (as distinguished 
from inventory demands) will im- 
prove considerably, but will thus foll 
somewhat short of the full-blown re- 
coveries of earlier postwar pooms. 
By the same token, the behavior 
of the price level is not expected io 
justify the present (perhaps alreacy 
waning) fear of runaway inflation. 
Abundance — at home and abrocd 
— is likely to be a key word in de-- 
cribing the markets of 1959. 


* * * 


HOUSING MARKET—in this hot and 
dubious center of doubt about the 
outlook, there is still little sign of a 
true boom. Mortgage recordings, 
while they are now running ahead 
of last year, are still far from se'- 
ting records. Reasons: money tigh’- 
ness, but perhaps also something 
lacking in the market itself. It may 
be worth noting, in addition to the 
other aspects of the housing market 
mentioned here in the last preceding 
issue, that recession has _ notabl 
curbed the marriage rate in 195& 
new family formation is running sev 
eral percentage points behind a yea 
ago. 


* * * 


RETAIL SALES—in September, th: 
sales rate took a fall from the hig! 
levels achieved during the summer 
How much attention should be paic 
to this single statistic is, however, c 
matter of conjecture. The rise during 
the summer has the faint odor of 
statistical paradox; it happened last 
summer too, and may merely reflect 
incorrect seasonal adjustment by the 
Department of Commerce. If so, the 
decline from this spurious summer 
boom would itself be spurious. In 
any event, the trade figures for early 
October suggest some modest im- 
provement from September, and it 
is reasonable to expect further im- 
provement in the next few months 


CAPITAL GOODS QUANDARY—+to adc 
to the statistical problems of the fall! 
the capital goods market is alsc 
temporarily difficult to appraise with 
any accuracy. According to the De- 
partment of Commerce survey re- 
leased in September, spending for 
capital goods is expected to turn up 
moderately in the last quarter of this 











THE MAGAZINE OF WALL STREET 








ae 


Taeever aoe 


a 








MWS 


Steel | 
Auto 

Poperl 
Paperl 
Electri: 
Freigh 
Engine 
Depar' 
Demar 
Busine 


* Seas 
dispos 


centers 





OANAUANNNOCAUBDERRDWRAN CWA 
o 
° 














DOK 


hed 
im- 


foll 


Vior 


fe) 











acy 


ood 
Je.- 


———. 


and 
the 


Fete e a 


gs, | | 
sad 
se!- 


ing 
Wy 


ket 


ing 


58 
ev 


g! 
er 

ric 

ng 
3S? 
ect 
he 


he 
er 


rly 
it 


1S 


dc 
iL 




















QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY 
In Billions of Dollars—Seasonally Adjusted, at Annual Rates 
a 1958————— 1957 
SERIES ul i IV il 
Quarter Quarter Quarter Quarter 
GROSS NATIONAL PRODUCT ................ 429.0 425.8 438.9 441.2 
arsonal Consumption ...............ccc000 288.3 286.2 287.2 282.5 
ivate Domestic Invest. ........... 49.2 49.6 61.5 67.0 
Net Foreign Investment ..... 9.5 0.5 1.9 4.2 
overnment Purchases .......... 90.9 89.5 88.3 87.5 
ee 51.9 50.9 50.5 51.5 
State & Local ..... ; 39.1 38.6 37.8 36.0 
PERSONAL INCOME 349.8 347.3 349.7 348.4 
ix & Nontax Payments ...... 42.3 42.3 43.0 42.7 
isposable Income. ................. 307.5 305.0 306.8 305.7 
onsumption Expenditure 288.3 286.2 287.2 282.5 
srsonal Saving—d ........... 19.2 18.8 19.6 7.6 
CORPORATE PRE-TAX PROFITS ............ - 31.7 39.9 43.5 
IY CII cinch dentieaienicametibieiniinient = 16.1 19.9 21.7 
orporate Net Profit ................. _ 15.5 20.0 21.8 
ividend Payments ............. ; _ 12.5 12.0 12.6 
eiained Earnings ..... ......... = 3.0 8.0 9.2 
PLANT & EQUIPMENT OUTLAYS il 30.3 32.4 36.2 37.0 
THE WEEKLY TREND 
Week Latest Previous Year 
Unit Ending Week Week Ago 
MWS Business Activity Index*..| 1935-’9-100 Oct. 4 284.0 284.7 282.2 
MWS Index—per capita* .....| 1935-'9-100 Oct. 4 211.3 212.4 213.8 
Steel Production ............csesees % of Capacity | Oct. 11 71.1 70.4 82.2 
Avto and Truck Production....| Thousands Oct. 11 61 54 60 
Paperboard Production ............| Thousand Tons | Oct. 4 309 308 299 
Paperboard New Orders............ Thousand Tons Oct. 4 373 289 404 
Electric Power Ouvutput’............ 1947-'49-100 Oct. 4 234.2 238.9 222.8 
Freight Carloading..................... Thousand Cars Oct. 4 677 673 748 
Engineering Constr. Awards..... $ Millions Oct. 9 353 496 324 
Department Sture Sales....... .... 1947-'9-100 Oct. 4 164 136 136 
Demand Deposits—c............00:0+ $ Billions Oct. 1 60.0 55.5 54.0 
Business Failures ...................--++ Number Oct. 2 301 268 261 





PRESENT POSITION AND OUTLOOK 


year. But is this a dependable out- 
look? Can it be interpreted as a 
forecast of an upturn throughout 
1959? Not yet, according to qualified 
analysts of the capital goods markets. 
New orders for capital goods have 
hardly come off the bottom yet, and 
one respectable survey conducted by 
2 private consulting organization has 
found spending plans slightly lower 
for 1959 than the actual figures for 
1958. 

The true situation in capital goods 
seems to be that no one yet knows 
how the market will be in 1959— 
no one, that is, even including the 
companies that will be spending the 
money. As of now, capital spending 
plans are in a very fluid state; they 
are rising in companies that foresee 
adequate to good profits in 1959, 
and they are not rising at all where 
companies see no clear improvement 
from the dismal levels of 1958. In 
certain industries, of which steel may 
be an example, profits are rising 
very sharply now, but just because so 
much efficient equipment has recent- 
ly come into use (which suggests no 
urgent pressure to add still more 
equipment). On the other hand, liqui- 
dity is improving generally in the 
corporate sector, and some of the 
ready cash will doubtless find its way 
into plant and equipment programs 





TT Ai 


7 ' 





ted. (a)—Private starts, at annual rates. 


(b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 
disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
centers. (na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 
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No. of 1958 Range 1958 1958 | (Nov. 14, 1936 Cl.—100) High Low Oct. 3 

Issues (1925 Cl.—100) High Low Oct. 3 Oct. 10 100 High Priced Stocks . 250.7 189.7 247.0 250.7H 
00 Combined Average ... 392.2 283.9 385.2 392.2H 100 Low Priced Stocks ..... 497.3 334.7 487.7 497.3H 
4 Agricultural Implements ...... 327.4 196.5 323.8 327.4H 5 Gold Mining ........... 772.5 530.5 746.8 710.7 
3 Air Cond. (‘53 Cl.—-100) .... 7.1 87.8 110.2 111.1H 4 Investment Trusts 176.0 144.4 173.3 176.0 
9 Aircraft (‘27 Cl.—100) ..... 1208.1 982.2 1159.0 1149.2 3 Liquor (‘27 Cl.—100) ........ 1441.8 913.4 1370.1 1441.8H 
7 Airlines (‘27 Cl.—100) ........ 952.3 638.8 916.8 952.3H ID cnientntcenersernicncee 443.5 343.8 433.2 433.5H 
4 Aluminum (‘53 Cl.—100) .... 435.8 253.4 397.8 435.8H FS ee 243.4 143.3 233.9 243.4H 
I 178.5 125.0 178.5 177.3 4 Meat Packing ................. j 191.0 123.6 182.2 191.0H 
8 Automobile Accessories ...... 375.8 298.9 373.0 375.8H 5 Metal Fabr. (‘53 Cl.—100). 177.4 138.1 176.0 177.4H 
OS eee 71.2 40.8 67.1 71.2H 9 Metals, Miscellaneous ...... 381.5 278.3 355.2 381.5H 
4 Baking (‘26 Cl.—100) ........... 37.4 28.5 37.1 Fr) 1128.0 841.8 1102.8 1128.0H 
4 Business Machines ................ 1191.9 898.2 1122.8 1191.9H 8 en 822.5 629.7 809.7 816.1 
SED -sicnntninnenennnstins 663.8 509.5 653.5 663.8H | 21 Public Utilities satattaad 310.1 258.9 305.0 310.1H 
Se SD ectetniniatn 26.3 18.4 25.7 26.3H 7 Railroad Equipment ........... 81.7 59.2 81.7 81.7 
4 Communications .................. 133.6 85.7 130.2 131.9 ff : 66.7 43.0 65.9 66.7H 
F OE ceteine 140.9 107.5 139.9 140.9H ROG aa 550.5 445.6 533.0 528.6 
FF ID ccctsntencnectsttniesmnan 1009.4 707.3 1009.4 1002.6 | 12 Steel & Iron 373.9 249.3 361.9 373.9H 
7 Copper Mining .. 276.0 184.6 257.4 276.0H 4 Sugar 141.3 102.8 140.3 132.4 
2 Dairy Products .........cese 138.5 115.6 138.5 137.4 2 Sulphur 785.5 543.4 758.6 758.6 
6 Department Stores .........-..: 114.2 78.9 114.2 111.1) | 10 TV & Radio (’27 Cl.—100) .. 49.2 28.8 47.3 49.2H 
5 Drugs-Eth. (’53 Cl.—100).... 364.4 217.2 352.7 364.4H 2 ee eeeenor 153.0 106.9 151.1 153.0H 
6 Elec. Eqp. (‘53 Cl.—100).... 239.5 195.8 237.6 239.5H | 3 Tires & Rubber .... 182.5 142.3 179.5 181.0 
2 Finance Companies ....... .... 724.9 568.8 702.6 702.6 5 Tobacco .........00.0++5 159.9 110.9 157.8 159.9H 
SO 2. 373.2 255.5 368.2 373.2H | 2 Variety Stores 302.9 239.3 298.5 302.9H 
B Peed Beeres cccoccccceccecsscee cove 258.7 182.2 258.7 258.7 | 17 Unclassif’d (‘49 Cl.—100).... 208.5 145.4 204.4 208.5H 

H—New High for 1958. 
91 














Trend of Commodities 











SPOT MARKETS—Strength in non-ferrous metals featured the FUTURES MARKETS—Futures markets were mixed in the two 
commodity markets in the two weeks ending October 10. weeks ending October 10. Most industrial materials were 
Propelled by the effect of the quotas imposed on imports of higher, although textile materials lagged. Lower prices were 
lead and zinc, scrap prices for these metals were strong. seen for corn, rve, soybeans, wool tops and coffee. The Dow- 
Copper scrap was higher on news of labor strikes and tin Jones Commodity Futures Index lost 0.39 points to close at 
made a strong recovery from the decline it suffered when 150.52, only fractionally above its low of the year. 

the Tin Council ceased supporting it. An exception to the Wheat prices were firm in the period under review, tie 


uptrend was steel scrap which fell almost 10%. 


Although December option gaining one cent. New crop futures, ho 


textiles and fibers were weak in spots, the strength in most’ ever, were little changed. Purchasers of the near mont is 
metals resulted in a 3.1% rise for the raw industrial material were heartened by prospects for increased exports and tie 
component of the BLS daily price index. At the same time, large movement of the grain into the government loan wh le 
prices of raw foods were depressed by plentiful supplies and later months suffered from expectations of another large crop 
this component of the index lost 1.0%, 
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next year and the possibility of lower support levels. 
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BLS PRICE INDEXES | 


Latest 2Weeks 1Yr. Dec.6 














1947-1949—100 Date Date Ago Ago 1941 
All Commodities Oct. 7 118.7 118.9 117.8 60.2 
Farm Products Oct. 7 92.2 92.3 91.5 51.0 
Non-Farm Products Oct. 7 126.0 126.0 125.8 67.0 
22 Sensitive Commodities Oct. 10 86.5 85.6 84.9 53.0 
9 Foods Oct. 10 84.0 84.9 81.9 46.5 
13 Raw Ind’l. Materials Oct. 10 88.1 86.0 96.9 58.3 
5 Metals Oct. 10 96.6 916 92.3 546 
4 Textiles Oct. 10 76.8 77.2 79.3 56.3 

MWS SPOT PRICE INDEX 

14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939-——63.0 Dec. 6, 1941—85.0 
1958 1957 1953 1951 1945 1941 
High of Year 150.2 166.3 102.2. 215.4 98.9 85.7 
Low of Year | 146.5 149.5 147.9 176.4 96.7 743 
Close of Year 150.0 152.1 180.8 98.5 83.5 
DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 

1958 1957 1953 1951 1945 1941 
High of Year 159.0 1634 1665 2145 1064 8446 
Low of Year 150.4 153.8 1668 189.4 105.9 84.1 
Close of Year | 156.5 147.9 176.4 96.7 743 
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BLS INDEX 22 BASIC COMMODITIES 


91 91 


(1947-1949—100) 
89 
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85 85 | 
= 
MWS RAW MATERIALS SPOT PRICE INDEX 
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Profit and Income 





Continued from page 87) 


nolis “B” is around 89. Given a 
substantial drug “content” by 
meger of Warner-Lambert, plus 
spl t news, it could conceivably 
reach 100 or more. 


Bui!ding 


lerformance of building-ma- 
ter als stocks strongly suggests 
tha: “insiders” and smart in- 
ves ors look for a slowdown in 
the pace of the recovery in hous- 
ing activity, if not some reversal, 


as a result of coming tighter 
moitgage-credit conditions and 
present excess in development 


ho.sing. Profit taking here now 
looks more appropriate than new 
buying. 


“Growth”? 


n 9 years to a peak of $1.99 
a share in 1955, profit of Mon- 
santa Chemical gained by $1.22 
a share or little over 13 cents a 
year on average. It was down to 
$1.68 a share last year; and it 
might be around $1.05-81.15 a 
share this year. Projecting the 
past growth on that basis, which 
seems more reasonable than ap- 








==. , 





plying percentage here, it could 
reach $2.35 a share or so by 
1969. Now close to 38, the stock 
is priced at about 16 times that 
possible distant figure; and at 
some 33 times 1958 earnings. To 
say that it looks overvalued is 
an understatement. 


1, B. M. 


‘here is no question that In- 
ternational Business Machines, a 
highly popular stock with insti- 
tutional funds, is a_ top-flight 
equity, and it will continue so; 
but what is a sound valuation 
of growing earnings? They 
should be around $9 a share this 


year, which means a 10-year 
growth of about 245%. If con- 
tinued unchanged, that would 


mean around $22 a share in an- 
other 10 years. At 440, the stock 
is priced around 18 times that 
figure, and at 49 times 1958 
earnings. Conclusion: let the in- 
stitutional funds buy it. Why 
should you, if you want reason- 
ably good values for your money. 
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revolution 
in 
dividends ? 


What effect will Commonwealth 
Edison’s new dividend policy 
have on dividend disbursements 
by other utilities? 

This is the question being asked 
since the Midwest company an- 
nounced its intention of paying 
practically the full amount of 
annual earnings in cash and 
stock dividends. 

In “Start of a Trend?” THE EXx- 
CHANGE Magazine for October 
looks into the interesting pos- 
sibilities and shows what might 
happen if other companies fol- 
lowed suit. You’ll find a table 
showing the proportion of earn- 
ings paid out in cash dividends 
by 15 major utilities during the 
past five years, recent market 
prices and yields. 

Some go up while some 
go down 

The fallacy of thinking that all 
stocks rise in a bull market and 
all decline in a bearish one is 
clearly shown in an article called 
“Cross-currents.” Two lists, 
each of 20 common stocks, show 
how stocks that move against 
the market set up strong cross- 
currents. They’re present in bull 
markets, bear markets and in 
markets that are just dull. An 
interesting and instructive arti- 


NAME 





THE EXCHANGE Magazine, Dept. 7 TD-11 
11 Wall Street, New York 5, N. Y. 
Enclosed 
order). Please send me the next 12 issues 
of THE EXCHANGE Magazine. 


ADDRESS__. 


cle, pointing up the importance 
of selectivity. 


A measure of market activity 


The volume of trading on the 
New York Stock Exchange in 
1958 has been unusually high. 
Three-million-share days have 
been frequent. Yet, the turnover 
ratio—or the relationship be- 
tween number of shares avail- 
able for trading and the number 
actually traded—has risen only 
slightly. How the turnover ratio 
has varied over the vears and the 
effect that past ratios could have 
on the present market volume 
are the subject of an informa- 
tive article, “The Pace of Stock 
Trading.” 
A feature by Erik Jonsson, 
Chairman of Texas Instruments 
. an article about lower priced 
stocks with impressive divi- 
dend records .. . are two more 
reasons why you'll want a copy 
of THE EXCHANGE for October. 
For only $1.50 you can have 
twelve of these rewarding 
issues, and if you act now, your 
subscription will begin with this 
October issue. Just clip the 
coupon. And please remember 
THE EXCHANGE cannot be pur- 
chased at newsstands. 


is $1.50 (check, cash, money 
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Lockheed Management answers your questions about: 


Lockheed’s Nuclear Work 





1. How many nuclear programs are active at 
Lockheed? 


More than you perhaps realize: research lead- 
ing to development of the atomic airplane... 
design of nuclear reactors for industry and 
colleges...test facilities for government agen- 
cies and private firms...basic research on 
nuclear energy for space travel...uses of 
radioisotopes for industry, medicine, and 
agriculture. Lockheed is deeply involved in 
these and more in its laboratories and facto- 
ries in California and Georgia. 


2. What is the extent of Lockheed’s nuclear 
facilities? 

This fall our Georgia Division’s Lockheed 
Nuclear Products Branch began operating for 
the Air Force the $14 million atomic research 
center on a 10,000-acre Blue Ridge Mountain 
tract in Georgia. This is America’s only facil- 
ity of its kind for testing large components, 
systems, and quantities of material. 


We shall use it primarily for testing radia- 
tion effects in developing Air Force nuclear 
powered aircraft. But it also will be available 
to other government agencies and private 
industry. Lockheed’s Nuclear Products 
Branch will conduct studies in application of 
radioisotopes, design devices to preserve and 
protect food, build research and training 
reactors, and devise the electronic equipment 
of the future for use in a radioactive environ- 
ment. 


Application of atomic energy to space 
travel is one of the lines of deep research that 
Lockheed’s Missile System Division is con- 


ducting at its Palo Alto and Sunnyvale labora- 
tories. New understanding of nuclear energy, 
its effects and uses, is coming out of basic 
research on the behavior of nuclear particles, 
particularly under magnetic influence—and 
from advanced experiments conducted with 
one of the nation’s newest type 3,000,000 volt 
Van de Graaff positive-ion accelerators. 


3. How long has Lockheed been active in nu- 
clear work? 


Some eight years ago Lockheed began secret 
work under an Air Force contract on problems 
basic to designing a nuclear powered aircraft. 
From this work have come specific design pro- 
posals for high and low altitude bombers, long 
range transports, shielding devices, and other 
aviation applications. For the past three years 
Lockheed has been one of two U.S. companies 
carrying on nuclear aircraft development 
work for the Air Force. 


4. What will be the military mission of 
Lockheed’s atomic powered airplane? 


Lockheed’s nuclear aircraft will be able to fly 
thousands of miles farther than present-day 
planes without refueling. Their almost limit- 
less endurance will make them valuable for 
such military missions as: 1) long range 
retaliatory bombing to destroy an aggressor’s 
prime home targets without use of overseas 
bases, 2) reconnaissance 24 hours a day over 
any area of the world, and 3) fast transporta- 
tion of men and material over vast distances in 
quantities never before possible to fight local 
wars or prevent conflicts— without depending 
upon fuel supply depots in combat zones, 
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5. What is the future for commercial atomic 


planes? 

Experience gained in designing and flying 
nuclear military planes will pave the way for 
atomic cargo transports—and, hopefully, 
achieve an important low cost-per-ton-mile 
breakthrough for airfreight. Ultimately, after 
certain major problems are solved, long range 
nuclear powered passenger transports prob- 
ably will come. In these spacious luxury air- 
liners of the future, travelers could fly from 
any city in the world to any other city, non- 
stop, with routine ease. 


6. What is Lockheed’s future in nuclear energy? 
Unlimited. Lockheed’s experience and out- 
standing facilities for nuclear research and 
development already have made it a leader in 
this important field. One most promising pros- 
pect is the development of thermal or boiling 





water reactors for producing industrial 
process heat. This is of great interest to the 
world’s pulp and paper manufacturers and to 
other users of large amounts of heat—chemi- 
cal processes, petroleum refining, textiles, 
plastics, salt water conversion, etc. Food and 
water irradiation offers big opportunities. 


Lockheed is confident that a sizable share 
of its revenues in nuclear energy will come 
from areas of the world where there is a short- 
age of fossil fuels—coal and oil and gas— 
particularly in countries where nuclear power 
and heat could open remote, uncivilized areas 
rich in minerals, timber, and other resources. 
In the years ahead the market for nuclear 
energy should develop on a broad scale, with 
benefits to fuel-short nations that will enrich 
their economy and provide jobs, better pay, 
and higher health standards for millions of 
their people. 
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Inboard profile of a possible nuclear bomber. This design of 4-engine 
aircraft calls for close proximity of engines to reactor—and mounting of engines, 
one above the other, in pairs on opposite sides of the fuselage. 
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LOCKHEED means leadership 


One of a series of messages addressed to the financial community of America 
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Grand Union Company 


“IT have heard that consumption of jood 
products continues at a high level des- 
pite the general busimess recession and 
would appre ciate rece iving data on 
Grand Union Ce.” 


P. C., Lexington, Ky. 


Grand Union Co. and its sub- 
sidiaries operate a chain of gro- 
cery stores concentrated mainly 
in the northeastern part of the 
U.S. and also a number of units 
in Canada. A division operates 
over 400 home-service routes sell- 
ing directly to housewives in a 
3-state area from Maine to 
tah. 

The company’s 85th year which 
covered the 52 week fiscal year 


€ 
r 


U 


ended March 1, 1958, was the 
best in sales and earnings to 
date. 


Earnings after taxes were $2.55 
per share of common stock dur- 
ing fiscal 1957, based on the 
2,179,449 shares outstanding at 
the close of the year. This com- 
pares with earnings of $2.31 a 
common share in the preceding 
fiscal year, based on a smaller 
number of shares outstanding at 
the close of that year, adjusted 
for the 5% common stock divid- 
end paid May 24, 1957. 

Sales also set a new record 
during fiscal 1957 with a total 
of $427,871,082, 14.4% above the 
previous high of $374,155,488 set 
during the preceding fiscal year. 

During the 1957 fiscal year. 
cash dividends of 72 cents per 
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share of common stock were paid 
as well as a 5% stock dividend. 
After the close of the fiscal year, 
the directors on April 11, 1958, 
voted a quarterly cash dividend 
of 20 cents a share on the common 
stock, thus increasing the annual 
rate of the cash dividend from 
72 cents to 80 cents. 

Major developments’ which 
contributed to making the past 12 
month fiscal period outstanding 
were increased efficiency of oper- 
ation of expansion program 
through construction of new 
stores and acquisitions. 

Thirty-two new markets, were 
opened by Grand Union in six 
states and the Province of On- 
tario, Canada, during the year. 
Another 10 were acquired by 
purchase or merger. 15 smaller 
outmoded stored were closed. At 
year-end, the company was oper- 
ating 381 markets, compared with 
354 at the close of 1956. 

Company states despite slow- 
down of new store program be- 
cause of adverse weather early 
this year and financing condi- 
tions. it expects to attain the goal 
of 40 new store openings in the 
current fiscal year, Company also 
has 4 Grand Way Centers under 
construction, expected to be com- 
pleted by the Fall. Grand Union 
has scheduled 5 more of these 
centers, one or more of which it 
hopes to complete this year. 

Company is studying ways in 
which materials handling equip- 
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ment and techniques of automa- 
tion can be applied in a greater 
degree to the retailing industry 

Effective June 2, Grand Un o1 
acquired Schaffer Stores Co., lie. 





Schenectady, N.Y. which opers tes 
41 Empire Supermarkets in  p-} 
state New York. The compan) 
said the addition of the Schaife 
chain, together with recently in- 
nounced acquisition of 7 store] 
Mohican Co. chain, also effective 
June 2, will raise annual sz les 
rate to over $500 million. 

This company has been one oi 
the fastest expanding supermar. 
ket chains. While cash dividen 
yield has been quite small, as ii) 
is with most growth compan es} 
stock dividends have been a s ip-| 
plementary feature. : 

Sales for the 30 weeks ending 
Sept. 27 rose to $271,713,291 
from $239,313,938 in the corre 
sponding 1957 period. 

Grand Union’s earnings fo! 


the six months ending August 
30, were $3.179,754, equal t 


$1.27 per share of common stock 
compared with $2,765,982 o1 
$1.25 per share in the corre 
sponding period of 1957. 

Solar Aircraft 
“Your article some time ago on th 
aircrafts was interesting but I wou! 
like to receive more information 
regard to Solar Aircraft and would ap} 
preciate receiving late information ov 
the company.” 





B. G., Frederick, Mé} 

Solar Aircraft Co. designs 
and fabricates heat-resistant ani 
corrosion-resistant parts for air- 
craft engines and also has somé 
orders in the guided missile field 
Military orders account for 3 
substantial portion of sales. 

Net income of Solar Aircrafi 
Co. for the fiscal year ended Apri 
30, 1958, increased substantiall) 
over earnings in the preceding 
vear, although sales for the lates’ 
period were slightly lower. 

For the latest fiscal year, Solar’s 
net sales were $78,706,060. Profit 
before Federal income tax ane 
refunds was $3,151,466. and née 
income was $1,555,466, equivalen 

(Please turn to page 104) 
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Companies Likely to 
Increase Dividends 





‘ontinued from page 85) 


discounted such a_ possibility. 

International Business Machines, 
the outstanding growth stock of 
the past decade, gives no hint of 
any slowing up of the growth 
tempo. Earnings for the 9 
morths ended September 30th 
wer> more than 40% ahead of 
the same period last year and 
the company’s long-established 
policy of rewarding shareholders 
with some form of stock payment 
is expected to continue. Cash 
dividends will probably continue 
to be quite nominal and the yield 
remain very low. Many invest- 
ment managers wish that the di- 
rectors of this company would 
take steps (such as a really 
worthwhile stock split—-say at 
least 10 for 1) to make this issue 
more accessible to the average 
investor. The 3-for 1-split in 
May 1957, did little to broaden 
the ownership of the stock as far 
as any but the wealthiest in- 
vestors Were concerned. 

The home appliance business 
appears at last to be emerging 
from an extremely competitive 
period where reduced demand, 
excess inventories and _ severe 
price cutting impaired profit 
margins and curtailed profits 
sharply. Considering these con- 
ditions, the performance of 
Maytag in recording a 21% gain 
in per share earning for the first 
half of 1958 over 1957 can be 
considered very creditable. The 
improvement is attributed to a 
large extent to the management’s 
intensive cost-cutting program 
and further benefits from the 
resultant increase in productivity 
should accrue. For the last two 
years, regular dividends have 
been supplemented by a 40¢ a 
share extra and at least that 
amount is anticipated for the 
1958 year-end. 

Other companies whose earn- 
ings have been improving, 
although on a lesser scale than 
those mentioned above, are 
American Chicle, Grand Union and 
Trane and each of them is in a 
position to reward shareholders 
with some form of dividend im- 
provement. In many cases, di- 
rectors may prefer to retain cash 
and authorize payments in stock. 
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It is true that the distribution of 
a stock dividend does nothing to 
raise the stockholders’ equity in 
a company but, over the years, 
this form of payment has usually 
redounded to the ultimate benefit 
of the investor. In fact, without 
this method of retaining earn- 
ings it would have been impos- 
sible for our industrial giants to 
have financed their past expan- 
sion programs. Naturally, the 
individual still retains the right 
to sell any shares he receives as 
a stock dividend, thereby increas- 
ing the cash return on his origi- 
nally invested capital. 

The recurrent cancer scares 
have not affected cigarette con- 
sumption in general but they 
have been responsible for the 
popularity of the filter tips and 
created, at various times, a de- 
mand for a particular brand of 
cigarette. The most outstanding 
example of this has been Lorillard’s 
Kent brand, demand for which 
this year has been primarily re- 
sponsible for the meteoric rise 
in earnings which has taken place 
so far during 1958 (with first 
half earnings of $3.96 a share 
compared with only 83¢ for the 








the regular dividend rate twice 
this year, but the size of the in- 
creases proved disappointing. 
Therefore shareholders may re- 
ceive a further dividend reward 
when the directors meet again in 
November. The stock, however, 
having soared from 32% to 72%, 
has to a large extent discounted 
this possibility. 

At times, there are develop- 
ments within an industry which 
can have important repercus- 
sions on the future dividend 
policy of the specific companies 
most directly affected. Thus, 
when President Eisenhower 
signed into law the long awaited 
Forand Bill which extended the 
tax-free bonding period for 
whiskey warehoused under Gov- 
ernment supervision from eight 
to twenty years, the principal 
beneficiary proved to be Schenley 
Industries for reasons which were 
spelled out in our story about the 
distilling industry in a _ recent 
issue. In essence, Schenley, which 
has long maintained a_ strong 
cash position and pursued a rela- 
tively conservative dividend 
policy, will now feel less pressure 
to continue building up an al- 











same period last year). The di- ready liquid position and _ its 
rectors have already increased shareholders, after many lean 
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i | 
| A quarterly dividend of $1.00 per share | 
| has been declared on the Common and | 
| New Class B Common stocks of the | 
Company, payable Decemter 5, 1958 
| to stockholders of record at the close 
| of business November 14, 1958 | 
| W. J. CONRAD, | 
I Winston-Salem, N. € Secretar) | 
| October 9, 1958 | 
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Grand Union Company 


“IT have heard that consumption of jood 
products continues at a high level des- 
pite the general busimess recession and 
would appreciate receiving data on 
Grand Union Co.” 


P. C., Lexington, Ky. 


Grand Union Co. and its sub- 

sidiaries operate a chain of gro- 
cery stores concentrated mainly 
in the northeastern part of the 
U.S. and also a number of units 
in Canada. A division operates 
over 400 home-service routes sell- 
ing directly to housewives in a 
23-state area from Maine _ to 
Utah. 
The company’s 85th year which 
covered the 52 week fiscal year 
ended March 1, 1958, was the 
best in sales and earnings to 
date. 

Earnings after taxes were $2.55 
per share of common stock dur- 
ing fiscal 1957, based on the 
2,179,449 shares outstanding at 
the close of the year. This com- 
pares with earnings of $2.31 a 
common share in the preceding 
fiscal year, based on a smaller 
number of shares outstanding at 
the close of that year, adjusted 
for the 5% common stock divid- 
end paid May 24, 1957. 

Sales also set a new record 
during fiscal 1957 with a total 
of $427,871,082, 14.4% above the 
previous high of $374,155,488 set 
during the preceding fiscal year. 

During the 1957 fiscal year. 
cash dividends of 72 cents per 
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share of common stock were paid 
as well as a 5% stock dividend. 
After the close of the fiscal year, 
the directors on April 11, 1958, 
voted a quarterly cash dividend 
of 20 cents a share on the common 
stock, thus increasing the annual 
rate of the cash dividend from 
72 cents to 80 cents. 

Major developments’ which 
contributed to making the past 12 
month fiscal period outstanding 
were increased efficiency of oper- 
ation of expansion program 
through construction of new 
stores and acquisitions. 

Thirty-two new markets, were 
opened by Grand Union in six 
states and the Province of On- 
tario, Canada, during the year. 
Another 10 were acquired by 
purchase or merger. 15 smaller 
outmoded stored were closed. At 
year-end, the company was oper- 
ating 381 markets, compared with 
354 at the close of 1956. 

Company states despite slow- 
down of new store program be- 
cause of adverse weather early 
this year and financing condi- 
tions. it expects to attain the goal 
of 40 new store openings in the 
current fiscal year. Company also 
has 4 Grand Way Centers under 
construction, expected to be com- 
pleted by the Fall. Grand Union 
has scheduled 5 more of these 
centers, one or more of which it 
hopes to complete this year. 

Company is studying ways in 
which materials handling equip- 





ment and techniques of automa. 
tion can be applied in a grester 
degree to the retailing indus’ ry 

Effective June 2, Grand Unio. 
acquired Schaffer Stores Co., Iie, 


Schenectady, N.Y. which oper: tes| 


41 Empire Supermarkets in up. 
state New York. The company 
said the addition of the Scha‘fer 
chain, together with recently .n- 
nounced acquisition of 7 store 
Mohican Co. chain, also effective 
June 2, will raise annual s: les 
rate to over $500 million. 

This company has been one oi 
the fastest expanding supermar. 
ket chains. While cash dividend 
yield has been quite small, as i 
is with most growth compan es 
stock dividends have been a s ip. 
plementary feature. 

Sales for the 30 weeks ending 
Sept. 27 rose to $271,713,291 
from $239,313,938 in the corre. 
sponding 1957 period. 

Grand Union’s earnings for 
the six months ending August 
30, were $3.179,754, equal t 
$1.27 per share of common stock 
compared with $2,765,982 or 
$1.25 per share in the corre 
sponding period of 1957. 

Solar Aircraft 

“Your article some time ago on th 
aircrafts was interesting but I woul 
like to receive more information i 
regard to Solar Aircraft and would ap- 
preciate receiving late information oi 
the company.” 

B. G., Frederick, Mi 

Solar Aircraft Co. design: 
and fabricates heat-resistant an 
corrosion-resistant parts for air- 


craft engines and also has someé 
orders in the guided missile field} 


Military orders account for é 
substantial portion of sales. 

Net income of Solar Airecrafi 
Co. for the fiscal year ended Apri 
30, 1958, increased substantiall) 
over earnings in the preceding 
year, although sales for the lates! 
period were slightly lower. 

For the latest fiscal year, Solar’ 
net sales were $78,706,060. Profil 
before Federal income tax an¢ 
refunds was $3,151,466. and ne 
income was $1,555,466, equivalen’ 

(Please turn to page 104) 


THE MAGAZINE OF WALL STREE! 























dis¢ 
In 
the 
the 
any 
tem 
mo} 
wel 
the 
the 
poli 
wit} 
is 
divi 
to | 
ren 
mel! 
rect 
tak 
wol 
leas 
mo} 
Inve: 
Ma 
the 
as a 
Ves -( 
Ih 
ap 
from 
pel 
exces 
price 
mars 
shar) 
ditio. 
Mayt 
in pe 
half 
consi 
impr 
large 
inten 
and 
resul 
shoul 
years 
been 
share 
amou 
1958 
Otk 
ings 
althor 
those 
Ameri 
Trane 
positi 
With 
prove 
rector 
anda 


ocTo 






automa- 
greater 
idus' ry 
1 Union 
0., Ine. 
yper: tes 

in up- 
omp.any 
Scha' fer 
ntly an- 
7 store 
fFect ive 
al si les 


1 one of 
perm ar- 
lividend 
ll, as i 
ipan es 
1a S ip- 


ending 
713,291 
> corre. 


igs for 
August 
jual te 
n stock 


982 or 


corre- 


0 on th 
IT woul 
pation 

vould ap- 
ration oF 


rick, Mi 
designs 
ant ani 
for air: 
AS some 
ile field 
for 3 
ales. 
Aireraft 
ad Apri 
antiall 
‘eceding 
1e lates! 
> 
: Solar’ 
). Profil 
‘ax ant 
and ne! 
uivalen' 
104) 


STREEI 

















Companies Likely to 
Increase Dividends 





Continued from page 85) 


discounted such a_ possibility. 

International Business Machines, 
the outstanding growth stock of 
the past decade, gives no hint of 
any slowing up of the growth 
tempo. Earnings for the 9 
months ended September 30th 
wer’ more than 40% ahead of 
the same period last year and 
the company’s long-established 
policy of rewarding shareholders 
with some form of stock payment 
is «xpected to continue. Cash 
divilends will probably continue 
to be quite nominal and the yield 
remiin very low. Many invest- 
ment managers wish that the di- 
rectors of this company would 
take steps (such as a really 
worthwhile stock split—-say at 
leas. 10 for 1) to make this issue 
more accessible to the average 
investor. The 3-for 1-split in 
Ma. 1957, did little to broaden 
the ownership of the stock as far 
as any but the wealthiest in- 
vesiors were concerned. 

The home appliance business 
appears at last to be emerging 
from an extremely competitive 
period where reduced demand, 
excess inventories and_ severe 
price cutting impaired _ profit 
margins and curtailed profits 
sharply. Considering these con- 
ditions, the performance of 
Maytag in recording a 21% gain 
in per share earning for the first 
half of 1958 over 1957 can be 
considered very creditable. The 
improvement is attributed to a 
large extent to the management’s 
intensive cost-cutting program 
and further benefits from the 
resultant increase in productivity 
should accrue. For the last two 
years, regular dividends have 
been supplemented by a 40¢ a 
share extra and at least that 
amount is anticipated for the 
1958 year-end. 

Other companies whose earn- 
ings have been improving, 
although on a lesser scale than 
those mentioned above, are 
American Chicle, Grand Union and 
Trane and each of them is in a 
position to reward shareholders 
with some form of dividend im- 
provement. In many cases, di- 
rectors may prefer to retain cash 
and authorize payments in stock. 


OCTOBER 25, 1958 


a stock dividend does nothing to 
raise the stockholders’ equity in 
a company but, over the years, 
this form of payment has usually 
redounded to the ultimate benefit 
of the investor. In fact, without 
this method of retaining earn- 
ings it would have been impos- 
sible for our industrial giants to 
have financed their past expan- 
sion programs. Naturally, the 
individual] still retains the right 
to sell any shares he receives as 
a stock dividend, thereby increas- 
ing the cash return on his origi- 
nally invested capital. 

The recurrent cancer scares 
have not affected cigarette con- 
sumption in general but they 
have been responsible for the 
popularity of the filter tips and 
created, at various times, a de- 
mand for a particular brand of 
cigarette. The most outstanding 
example of this has been Lorillard’s 
Kent brand, demand for which 
this year has been primarily re- 
sponsible for the meteoric rise 
in earnings which has taken place 
so far during 1958 (with first 
half earnings of $3.96 a share 
compared with only 83¢ for the 
same period last year). The di- 
rectors have already increased 





—o/ 


i” CHOICE QUALITY 


ne 
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the regular dividend rate twice 
this year, but the size of the in- 
creases proved disappointing. 
Therefore shareholders may re- 
ceive a further dividend reward 
when the directors meet again in 
November. The stock, however, 
having soared from 32% to 72% %, 
has to a large extent discounted 
this possibility. 

At times, there are develop- 
ments within an industry which 
can have important repercus- 
sions on the future dividend 
policy of the specific companies 
most directly affected. Thus, 
when President Eisenhowe1 
signed into law the long awaited 
Forand Bill which extended the 
tax-free bonding period for 
whiskey warehoused under Gov- 
ernment supervision from eight 
to twenty years, the principal 
beneficiary proved to be Schenley 
Industries for reasons which were 
spelled out in our story about the 
distilling industry in a _ recent 
issue. In essence, Schenley, which 
has long maintained a_ strong 
cash position and pursued a rela- 
tively conservative dividend 


policy, will now feel less pressure 
to continue building up an al- 
position 
after 


and its 
many lean 


ready liquid 
shareholders, 





QUARTERLY DIVIDEND 


A quarterly dividend of $1.00 per share 
has been declared on the Common and 


New Class B Common stocks of the 


Company, payable Decemter 5 


1958 


W. J. CONRAD, 


Winston-Salem, N.C 
October 9, 1958 
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years, should be in line to re- 
ceive a greater proportion of the 
income dollar. With many in- 
formed sources estimating earn- 
nings of $4 a share for Schenley 
next year, the former $2 annual 
dividend rate may be re-estab- 
lished before too long. 

The results for the first half- 
year in some cases are not a clear 
indication of the final results to 
be expected for the full year. In 
the steel industry, for example, 
the early months of 1958 proved 
extremely difficult and the major 
steel producers are only now 
beginning to hit their stride, 
spurred by incoming orders 
which have exceeded all pre- 
vious estimates. Take the case of 
inland Steel which reported a 
33% drop in earnings for the 
first half of this year as com- 
pared with the same period in 
1957—$3.51 per share versus 
$5.26—whereas now, due in great 
extent to orders from the auto- 
mobile industry, it is not un- 
reasonable to expect that net 
profits for the full year 1958 will 
be in excess of $8 a share, as 
against $10.34 in 1957. The price 
of the stock has kept pace with 
the hopes for a year-end extra. 





C is COMPANY, Inc. 
168th 
COMMON DIVIDEND 

A regular quarterly divi- 
dend of forty-five cents 
(45¢) per share on the 
common stock of this 
Company has been de- 
clared payable December 
15, 1958, tostockholders of 
record at the close of busi- 
ness November 21, 1958. 





ft 
PREFERRED DIVIDEND 

A regular quarterly divi- 
dend of ninety-three 
and three-quarter cents 
($.93%4) per share on the 
$3.75 cumulative pre- 
ferred stock of this Com- 
pany has been declared 
payable January 2,1959, to 
stockholders of record 
at the close of business 
December 15, 1958. 


SECOND PREFERRED DIVIDEND 


A regular quarterly divi- 
dend of one dollar twelve 
and one-half cents 
($1.1214) per share on the 
Second Preferred stock 
($4.50 cumulative) of this 
Company has been de- 
clared payable December 
31, 1958, to stockholders 
of record at the close of 
business December 1,1958. 


LOREN R. DODSON, 
Secretary 
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It is understandable that the 
securities of the aircraft compa- 
nies have not kept pace with the 
leaders of the 1958 bull market, 
yet these companies have, in the 
main, been showing a good im- 
provement in earnings. But while 
there may be some extras, the 
heavy financing needs of these 
companies and the hazards of the 
industry dictate a conservative 
policy. Boeing, Lockheed, Chance 
Vought and Cessna have all done 
well during 1958 and could re- 
ward shareholders with at least 
moderate extra disbursements. 

END 





Britain Eases 
Import Restrictions on Dollar 





(Continued from page 75) 


blasted the Administration in 
Washington in strong terms. 

He called the American action 
a savage one and said: 

“IT wonder whether the present 
United States Administration 
remembers that when Lend Lease 
aid was extended, the allies of the 
United States were compelled to 
engage to enter into post-war 
world arrangements designed to 
secure freer world trade. Suc- 
cessive restrictive trade policies 
of the United States make a trav- 
esty of that. Our agricultural 
products have been kept out and 
now our minerals. 

“We are in fact moving for 
greater liberalization of our cur- 
rency restrictions and now we 
have this decision just when Aus- 
tralia and the United Kingdom 
have very substantially opened 
their markets to mere dollar 
goods. 

“One of the important pur- 
poses of the Commonwealth 
Conference which I am attend- 
ing at present has been to ex- 
amine the possibility of more 
quickly reaching convertibility of 
sterling with the dollar or at 
least further reducing the ster- 
ling area restrictions on dollar 
expenditure. 

“The denial of dollar earning 
opportunity throws real doubt 
on whether this policy can be 
sustained for Australia” 

A. H. Nordmeyer, the Finance 
Minister of New Zealand and the 
leader of the New Zealand dele- 
gation at the conference, in an 
interview, said that there was 
still need for caution in consider- 





ing moves towards complete con- 
vertibility by members of the 
sterling bloc at the present time. 
If Great Britain were to adopt 
complete convertibility at the 
present time there might be a 
sudden outflow of short term 
funds from the country which 
might result in an increase in 
the bank rate and a tightening of 
credit. This, in turn, would slow 
dewn British industrial expan- 
sion and her demands for raw 
materials and food products such 
as wool and butter and cheese 
which New Zealand ships in 
lerge quantities to the United 
Kingdom. For all these reasons, 
the New Zealand delegation could 
not support Canada in urging 
complete convertibility at the 
present time. This seems to be 
the attitude of the majority of 
the other members of the sterling 
bioc. 

J. E. Holloway, the Econoniic 
Adviser to the South African 
Delegation at the Conference, 
although he agreed on the ce- 
sirability of convertibility was 
very pessimistic about ts 
achievement in the near future. 
He thought that it would not be 
attained until the economies of 
scme Asiatic and African and 
European nations which were 
members of the sterling area 
had been considerably strength- 
ened and the gap in wealth and 
productive capacity between 
these regions of the world and 
the nations of North America had 
been to some degree bridged and 
this was as yet a long way off in 
the future. There is no sign that 
the other Dominions or the 
Crown Colonies propose to fol- 
low the example of the United 
Kingdom at the present time in 
doing away with currency re- 
strictions on imports from the 
dcllar area countries. 

Much of course here depends 
upon the tenor of events at the 
annual meeting of the _ Inter- 
national Monetary Fund now 
taking place at New Delhi in 
India. The governments of the 
sterling area are obviously plac- 
ing a great deal of hope in the 
proposals authorized by Pre- 
sident Eisenhower for enlarging 
International Monetary Fund 
Quotas so as to provide a more 
adequate backing for world cur- 
rencies and for increasing the 
governmental guarantees of 
World Bank capital so as to ex- 
pand its lending operations to 
underdeveloped countries. 
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Technical Convertibility 


In the meantime, according to 
some authorities, the United 
Kingdom Government intends to 
begin with what is called “tech- 
nical convertibility”. Under this 
process, the rules and exchange 
rates applying to “transferable 
sterling” would be unified with 
those applying to sterling which 
is officially convertible at the pre- 
sent time. This would mean that 
sterling held by residents of Eu- 
ropean and other non-dollar and 
non-sterling areas would become 
convertible into dollars at the 
same rates as those of sterling 
held by members of the sterling 
area. This is what convertibility 
means according to the rules of 
the International Monetary 
Fund. The chief advantage of 
this scheme would be that all 
sterling-dollar transactions would 
become concentrated in London 
again. It is rumoured that if In- 
ternational Monetary Fund sup- 
port is sufficiently strong that 
the British Government intends 
to work upon a scheme of techni- 
ca! convertibility between the 
meeting at New Delhi and the 
opening of the next session of 
the United States Congress in 
January 1959 for presentation 
to the American Government. It 
would only be later that the Gov- 
ernment of the United Kingdom 
would achieve complete converti- 
bility for the sterling area in the 
seiise of the free and unfettered 
conversion of pounds into dollars. 
At all events much depends upon 
th course of events at the con- 
ference in New Delhi. END 





The Great Transition in 
Motion Picture Industry 





(Continued from page 78) 

range comparable in size to pres- 
ent black and white sets. The 
8° owned International Tele- 
meter Company gives Paramount 
a major stake in pay television, 
while the Paramount Building 
in New York City and Dot Rec- 
ords also contribute to earnings. 


Investment Discussion 


The motion picture industry 
has weathered the storm. Some 
have dropped out of picture mak- 
ing (Republic and R.K.O., for 
instance )and others have not as 
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yet participated in the “block- 
buster” bonanza, but the situ- 
ation has definitely improved to 
the point where certain of the 
studio stocks can command in- 
vestor attention. It remains to 
determine which companies have 
gained the most from changing 
industry conditions and which 
stocks, if any, are attractive. 

The management factor is of- 
ten difficult to gauge, but when 
a team turns in a performance 
like that at United Artists, due 
credit must be granted. Since the 
present management assumed 
the helm in 1951, UA’s opera- 
tions have enjoyed a remarkable 
revitalization. Sales have more 
than tripled and earnings have 
expanded better than _ tenfold, 
with further gains predicted for 
1958. A seeming genius at choos- 
ing the vehicles it will distribute 
and/or finance has put the UA 
in the forefront of the industry 
one again. Originally formed in 
1919 by Mary Pickford, Douglas 
Fairbanks, Charlie Chaplin and 
D. W. Griffith, United Artists 
saw a very successful distribu- 
tion business deteriorate rapidly 
in the post World War II era. 
Since taking the reins, new man- 
agement has had such hits as 
“The African Queen,” “High 
Noon” and “Around the World 
in 80 Days.” These and several 
others typify the touch of 
Messrs. Krim and _ Benjamin, 
President and Chairman respec- 
tively. Total revenues for the 
year are expected to surpass the 
$80 million mark, compared to 
$70 million in 1957. The shares 
yield 6.7% on a well protected 
$1.60 dividend and are priced 
at less than 10 times estimated 
1958 earnings. At present mar- 
ket levels, United Artists appears 
to be the most attractive issue of 
those under consideration in this 
discussion. 

Twentieth Century Fox earnings 
this year have compared very 
favorably with those of the past 
few years, primarily because of 
a greater number of feature films 
receiving enthusiastic box office 
response. The company has re- 
purchased over 300,000 shares of 
its stock this year, and on the 
fewer number of shares outstand- 
ing, earnings are estimated at 
nearly $4 for the full year. Be- 
sides the previously mentioned 
real estate and oil and gas ven- 
tures, Twentieth Century owns 
or has sizeable interests in the- 
aters in Australia, New Zealand 
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_ Southern California 
Edison Company 


ey 


= DIVIDENDS 


The Board of Directors has 
ithorized the payment of 
the tollowing quarterly div 


ends 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
FS Dividend No. 35 
& 25/2 cents per shore 
CUMULATIVE PREFERRED STOCK 
4.249, SERIES 
Dividend No. 12 
26' ents per shore; 
CUMULATIVE PREFERRED STOCK 
4.789, SERIES 
Dividend No. 4 
297/g cents per shore 





CUMULATIVE PREFERRED STOCK 
4.88% SERIES 

Dividend No. 44 

30/2 cents per shore 


The above dividends are pay 
ible November 30, 1958, « 
STOCK lders ot record No 
vembe ( 


ck will ¢ € 








and England which 


last 
produced about $0.40 per share. 


year 


Financial position is excellent, 
net working capital per share at 
about $20, and book value about 
$35. An important source of 
revenues is lease income from TV 
on old films and also production 
ot features for television. 
Paramount's production sched- 
ule currently embodies a mini- 
mum $30 million investment in 
20 new films. Improved earnings 
this year are said to be due to a 
large extent to economy meas- 
ures employed in film production 
The ambitious release schedule 
and continued high rental in- 
come from “The Ten Command- 
ments” should maintain the earn- 
ings level from motion picture 
sources. Paramount has _ an- 
nounced plans for its  Inter- 
national Telemeter subsidiary to 
have three cable pay-TV systems 
in operation by 1959, one in New 
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York area, one on the West 
Coast and another in Canada. In 
the exploration stage now is the 
sale of its silent film library to 
television, with only certain tech- 
nical difficulties relating to nar- 
ration and film speed standing in 
the way. Paramount is collecting 
$10 million a year for five years 
from the sale of its pre-’48 film 
library, but the company an- 
nounced that no special ‘divvy’ is 
to be paid to stockholders, un- 
less, says the spokesman, the 
stock should rise to about 60, in 
which case, there may be a 
special payoff. Besides the Law- 
rence Color Tube, Chromatic also 
develops and produces electronic 
devices for data processing. De- 
spite earning improvement, no 
immediate dividend increase is 
seen. 

Columbia was as hard hit as 
anyone in the recent attendance 
slump as its big pics of 1957, 
such as Jeanne Eagles and Pal 
Joey, met with dismal box office 
response. Columbia shares in the 
tremendously successful “River 
Kwai” which could overcome the 
losses piled up by its other costly 
productions. Screen Gems, the 
television subsidiary, contributes 
importantly to net income. A 
note of interest is the investment 
company, recently formed by 
several leading stockholders to 
buy Columbia shares in the open 
market. Speculative interest in 
the shares is centered in oil pos- 
sibilities now being explored on 


studio property by Union Oil 
of California. 
Warner Brothers is an impor- 


tant factor in TV film making, 
but remains essentially a motion 
picture producer. “Damn Yan- 
kees” and “Indiscreet” are two 
big grossers, and the recently re- 
leased “Old Man and the Sea” 
could prove a big draw. In the 
year just ended earnings were 
probably nil. At best, the shares 
are a speculation that manage- 
ment can continue to please the 
public. 

Loew's operations have turned 
around dramatically as indicated 
earlier in this article. Although 
the shares have risen sharply, 
there may be room for further 
improvement now that MGM has 
returned so sharply to the black. 

Universal Pictures has run up a 
sizeable deficit this year and af- 
ter suspending film making ac- 
tivities from February to July, 
now has only 7 films under way 
compared to 26 at this time last 
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year. The TV film arrangement 
with Screen Gems will bring in 
a minimum $20 million between 
1857 and 1964. Universal hopes 
to get in the black by concentrat- 
ing on fewer, big budget films, 
but any potential is at least a 
year off. 

Republic has abandoned picture 
making and now derives its in- 
come from rental of its studio 
facilities, film distribution and 
production of TV commercials 
and programs. At this juncture, 
real earning power is question- 
able. 


In Summary 


With an apparent renaissance 
in film quality, stimulating pub- 
lic’s viewing habits, certain of 
the major studio stocks are at- 
tractive. United Artists has ap- 
peal for a high yield and strong 
possibilities for appreciation. 
Twentieth Century-Fox has simi- 
lar appeal, but to a lesser extent, 
as does Paramount in a more 
speculative vein. Loew’s still has 
some speculative attraction. 

END 





Keys to 1959 
Business Outlook 





(Continued from page 62) 


abandoned for a more restrictive 
policy, this was in effect suffi- 
ciently long to provide substan- 


tial encouragement to specula- 
tive builders. 
Additional stimuli were pro- 


vided by Washington, including 
easier terms under the Federal 
Housing Administration and the 
Veterans Administration. In 
August, new housing starts un- 
der government aegis of one 
type or another represented 45 
percent of all new starts as com- 
pared with only 29 percent last 
February. 

Applications for FHA commit- 
ments and VA appraisals have 
been quite large in recent 
months, and it is understood that 
FHA has a considerable backlog 
of unprocessed applications. 

Since these lead housing 
starts, it is apparent that high 
level residential construction ac- 
tivity—with allowance for the 
customary seasonal slackening 
with the coming of Winter—can 
be expected to continue into the 
first quarter of 1959. 


Tight Money Hurts 


However, 1959 may not be 
very old before considerable 
slackening of residential con- 
struction activity begins te de. 
velop, over and above the us.ial 
seasonal construction. 

Just as mortgage money early 
this year reflected the Reseve 
Board policy of credit ease, sc is 
it now reflecting the Board po! icy 
of restriction. 

First mortgages, when thiey 
can be obtained, are costing € to 
614 percent and may be heaced 
higher. Banks are shying away 
from VA mortgages, which 
restricted to 514 percent. ‘he 
Federal National Mortgage  s- 
sociation (Fanny 
perted to have used up the )il- 
lion ‘dollars provided by Con- 
gress for the purchase of mort- 
gages. 

Speculative builders, encour ig. 
ed to step up operations earlier 
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this year as a result of the then! 


governmental policy of exsy 
money, are understood to be fid- 
ing it very difficult to sell houses. 
Apparently, judged by the num- 
ber of ‘“lookers”’, the demand 
does not exist for the current 
high level of residential housing 
construction. And, quite a few 
apparently good prospects have 
not been able to obtain approval 
for mortgages. In some areas, at 
least, there appears to be a sur- 
plus of new rental housing at the 
prices such housing must com- 
mand in relationship to today’s 
construction costs. 

Congress, when it convenes 
next year, may give residential 
construction another shot in the 
arm, but it is problematical how 
effective another shot in the arm 
might be. 


Future Borrowing 


To no inconsiderable extent, 


the sharp rise in residential con-) 


struction activity since last 


Spring represents a borrowing} 


against the future. 

Government officials believe 
that there is an underlying an- 
nual demand of about one mil- 
lion new homes per year, but 
that is a lot less than the cur- 
rent annual rate of new housing 
starts of around 1.2 million. 
With marriages and new family 
formations tending to decline. 
reflecting the drop in the birth 
rate during the long depression 
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ot the 1930s, the figure of an an- 
nual requirement of a _ million 
new homes per year may be- 
come an upper limit rather than 
a lower limit until the World 
War II babies become of mar- 
riageable age. 

Proponents of the _ cyclical 
theory of economics maintain 
that the days of easy money are 
de‘initely over, and that we are 
in a period of rising interest 
ra‘es that will continue for a 
number of years. The easier 
money promulgated by the Re- 
se've Board in late 1957 and 
ea'ly 1958 is regarded by the 
cy: lical theorists as only a tem- 
po-ary interlude in a long up- 
trend. Insofar as they may be 
right and since residential hous- 
ins construction is highly re- 
sponsive to interest rates on 
mortgages, this merits some con- 
sic eration. 

\dding it all up, there appears 
to be much doubt over the fu- 
ture of residential housing be- 
yond the next few months. 


Capital Expenditures 


Business expenditures for new 
plant and equipment this year 
are headed for a total of around 
$31 billion versus last year’s all- 
time high of $37 billion. 

Current probabilities are that 
capital spending next year will 
not be sufficiently larger than the 
1958 total, if they are larger, to 
provide much impetus to busi- 
ness activity generally. Although 
the recent SEC-Commerce De- 
partment report indicating a 
slight rise in the spending rate 
in the fourth quarter of this 
year has been widely acclaimed 
as marking a fresh upturn in 
spending, the majority of eco- 
nomists are aware that this is 
the result of the application of 
a nebulous seasonal adjustment 
and “bias” factor. When the final 
returns are in, fourth quarter 
spending may show a decline 
rather than the indicated rise. 
The actual bottoming out in capi- 
tal spending may not occur until 
well along in 1959. 

It is maintained in some quar- 
ters that industry will step up its 
spending for machinery and 
equipment as opposed to spend- 
ing for plant construction. But, 
new orders for metal cutting ma- 
chine tools, which usually pre- 
cede by a number of months any 
rise in industrial spending for 
machinery, have failed to show 
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any_ significant improvement 
since last December. 


Conclusion 


All in all, it cannot be assumed 
that the outlook for 1959 will be 
as rosy as is being widely herald- 
ed, for there are still imponder- 
ables and uncertainties in rela- 
tion to all three of the key factors 
(1) sales of automobiles, (2) 
sales of dwellings and (3) capital 
spending—upon which prosperity 
in the year ahead will depend. 

END 





How do The Railroads 
Look Now? 





(Continued from page 82) 


Atchison and Union Pacific have 
suffered less than average traffic 
declines so far this year. Indi- 
cated yields of 5.6% and 5.1% 
respectively make these two 
quality issues attractive holdings 
even for the conservative in- 
vestor. Southern Pacific serves the 
growth area from Portland, Or- 
egon to Los Angeles, and the 
southwest to New Orleans. Pa- 
cific Coast traffic dominates that 
region. A progressive operating 
record, as well as their vast land 
and mineral holdings and indus- 
trial area growth are improving 
the status of this issue continual- 
ly. Of the northern transconti- 
nentals Milwaukee should best be 
left to outright speculators, but 
Great Northern and Northern Pa- 
cific, the latter now famed as an 
“oil railroad,” both have attrac- 
tive prospects arising from well 
diversified traffic sources. Rio 
Grande follows a difficult route 
through the Rockies, that is part- 
ly offset by the favorable char- 
acteristics of its partner, Western 
Pacific, as well as its dependence 
upon connections for traffic, but 
these two roads have managed to 
compete successfully with the 
through transcontinentals, and 
are as attractive. 

The Corn Belt and southwest- 
ern roads, Chicago & Northwest- 
ern, Rock Island, Missouri Pacific and 
Frisco, are distinctly speculative, 
and should not be indulged in by 
buyers who do not have time to 
watch them closely. Among the 
central North-South roads Gulf, 
Mobile & Ohio is also marginal. 
illinois Central has been relatively 
stable, but the subsidized barge 





competition on the paralleling 


Mississippi River dictates cau- 
tion. Kansas City Southern was 


probably built too early, but in 
recent years its territory has 
been growing up around it. It 
also enjoys the advantages of an 
“air line” between its two major 
terminals, the absence of directly 
competing railroads, and a pauci- 
ty of branches. 

Southern Railway and Louisville 
& Nashville both seem destined to 

row with the territory they 
serve; the former has been parti- 
cularly aggressive in promoting 
the establishment of on-line in- 
dustries. Atlantic Coast Line and 
Seaboard Air Line also enjoy the 
advantages of a long haul and 
the absence of congested termi- 
nal districts. These roads are 
planning an immediate study to- 
ward possible merger. All of these 
Southern roads seem worth hold- 
ing. 

+ Chesapeake & Ohio, Norfolk & 
Western and Virginian are the 
aristocrats of the east, with a 
long record of stable earnings 
behind them. However, their 
primary dependence upon coal 
traffic, which has already made 
them vulnerable to a_heavier- 
than-average traffic decline 
earlier this year. Their long- 
term stability is reflected in 
their very generous yield relative 
to past dividend regularity. The 
first two roads at least are mak- 
ing a determined effort to diver- 
sify thelr traffic base. C & O has 
reported an increase in net in- 
come for September. 

The Eastern Trunk Lines, New 
York Central, Pennsylvania, Balti- 
more & Ohio and Erie, al! face ex- 
tremely difficult problems, and 
should be avoided by the true 
investor. Aside only from the 
coal and ore hauling roads these 
lines have suffered the sharpest 
traffic declines this year. By 
rights Pennsylvania should omit 
its dividend this year, although 
the company may pay a token to 
avoid breaking its record of con- 
tinuous payments since 1848. 
Nickel Plate enjoys more favor- 
able characteristics, which give 
it at least a semi-investment 
rating. 

The eastern terminal roads, the 
Lackawanna, Lehigh Valley and 
Reading have also been hard hit 
by the recession this year, which 
has been most marked in the 
heavy industrial area which they 
serve. Although Reading has 
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managed to show a creditable 
record considering its basically 
unfavorable characteristics, all 
three of these roads should be 
avoided by the investor. It goes 
without saying that the New 
England roads, New Haven and 
Boston & Maine, are in an even 
less desirable position. 

But looking over the railroad 
scene as a whole, unqualified 
discouragement should not be al- 
lowed to prevail. Many railroad 
stocks offer very attractive yields 
on relatively well protected di- 
vidends right now. In the longer 
run it is clear that the railroads 
are going to face continunal dif- 
ficulties, but:adversity sometimes 
has a therapeutic effect, and 
grounds for a more promising 
view of the railroad picture are 
not lacking. END 
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position in the international poli- 
tical lineup.” 


Lessons for the United States 


The U. S. could profitably emu- 
late the West Europeans’ skepti- 
cism about free and easy aid as 
the answer to any and all prob- 
lems. Perhaps it is time that we 
stopped trying to force foreign 
aid money on unwilling recipi- 
ents. Our dollars might command 
more respect, and our motives 
less suspicion, were we less pres- 
sing in our efforts to support 
other nations. 

In any case, Congress is going 
to have enough trouble trying to 
find the money to cover increases 
in our IMF and World Bank sub- 
scriptions. This is going to add 
to the federal budget deficit (al- 
ready around $12 billion in cur- 
rent fiscal 59), further compli- 
cate the Treasury’s already dif- 
ficult financing problem, and in- 
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The United States 
on Road to Socialism 
—or Is It Already There? 


This interesting study 
starts in Our Issue 


of November 8. 
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crease pressures for inflation. 

Inflation and the future of the 
dollar were in everyone’s mind at 
New Delhi. It is to be hoped that 
some of the fears were expressed 
to Treasury Secretary Anderson. 
It is time that some of the ques- 
tioning that has been going on 
in the highest banking circles of 
Europe — and which is reflected 
in the $2 billion reduction in the 
U. S. gold stock since Februa- 
ry — found frank expression. 
The dollar could benefit from a 
stiffer resolve to get the budget 
and inflation under control. 

One thing we badly need to ap- 
preciate is that the U. S. dollar is 
the keystone in the world’s finan- 
cial structure. We can make no 
greater contribution to world 
trade and prosperity than to keep 
the dollar stable and sound. 
END 





Market Values Distorted . . . 





(Continued from page 59) 


In the broader non-institution- 
al section of the market, many 
speculative stecks are up 100% 
to 200% or more. Mutual funds 
cannot be blamed for this, nor for 
speculative booms in the London, 
German, Canadian and Japanese 
markets. Maybe it’s sun spots — 
or spots before the eyes. When 
the tide subsides, the funds will 
not support speculative stocks; 
and fund-type stocks will also 
react. There is no change in our 
selective policy.’ Cash reserves 
will come in handy in due time. 
—Monday, October 20. END 





The Trend of Events 





(Continued from page 55) 


his capacity and judgment, tem- 
pered by five years in contact 
with the problems at home and 
around the world, but he also 
possesses the youthful vigor so 
necessary for the herculean task 
of getting us out of the mess 
we’re in. 

To skeptics who believe that no 
one man can achieve this, I point 
to what has been accomplished by 
Charles de Gaulle of France, who 
is finally bringing order out of 
the chaos left after the failure of 
some 19 post-war governments. 
Because the people believed in his 
integrity, General de Gaulle won 








THE MAGAZINE OF WALL STREET! 





hands-down on all important tests 
to date—brought the dangerous 
Algerian extremists into line~ 
won an enthusiastic victory for 
his constitution from the rebel. 
lious Algerian people—and js 
now step-by-step bringing order, 
good government and better days 
for France, and, as he says, “with 
the ultimate return to the gran- 
deur of France.” 

He has impressed both friend 
and foe alike—lining up dissident 
factors—and pushing on with as. 
surance that is winning adher- 
ents. He has turned the tide for 
France in North Africa by winn- 
ing President Habib Bourguibz of 
Tunisia, who until recently was 
wavering toward the United Arab 
Republic, illustrating what a 
great leader can accomplish, not 
only at home but among the un- 
certain quantity of his 
while making lambs of the wolves 
among his enemies. 

The United States has been 
fortunate in times of crisis in the 
past and perhaps a de Gaulle will 
emerge to lead us in 1960. Pos- 
sibly it will be Richard Nixon, or 
it may be someone else whose s‘ar 
has not yet risen—-who will in- 
spire and invigorate us for the 
great task before us in the un- 
charted era ahead. END 





American Companies 
With Important 
Foreign Interests 





(Continued from page 69) 


for about half the total and earn4} 


ed nearly two-thirds of the com, 
pany’s profits. 

The H. J. Heinz Company has 
also done very well overseas with 
operations in Australia, England, 
and Canada. Keen competition at 
home has cut domestic profit 
margins. But foreign subsidia- 
ries, which together compris¢ 
only 37% of the company’s net 
assets, earned 71% of Heinz 
consolidated net income last year 

Eastman Kodak, Gillette, 
Singer Sewing Machine, ané 
Coca-Cola have long been active 
on a global basis and their prod; 
ucts are familiar household items 
on six continents. Overseas sales 


allies,f 
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and earnings account for as much{Complet 


as half the total for these com; 
panies, and their foreign market 
potential is far from _ being 
realized. END 
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This announcement is neither an offer to sell nor a solicitation of an offer 
to buy these securities. The offer is made only by the Prospectus. 


Scudder Fund of Canada Ltd. 


Common Shares 
(Par Value $.25) 


Price Net Asset Value plus 742% of the Offering Price 


(in single transactions involving less than $25,000. ) 


Shares are being offered to the public through a group of 
dealers managed by the undersigned and William Street 
Sales, Inc.,as Dealer Managers. With this offering the Fund 
initiates a policy of continuously offering new shares. 


Copies of the Prospectus may be obtained in any State only from 
such of the several Dealers, 
as may lawfully offer the securities in such State. 


including the undersigned, 


LEHMAN BROTHERS 
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The Northern Light 
By A. J. CRONIN 


In his new novel A. J. Cronin has 
returned to the dominant theme of all 
his major works: the story of a true 
hero, a dedicated man who struggles 
against enormous odds to maintain his 
faith, his integrity, indeed his very 
life. 

Dr. Cronin’s novel could not be more 
timely, for in our country, as in Eng- 
iand, the issue of a free press is a 
dominant one. Henry Page’s coura- 
geous stand for his small-town paper, 
the Northern Light, in defiance of the 


great press lords of London is true of 
all independent newspapermen every- 
where. 


Henry Page was a man who believed 
in the greatness of his country, and 
who tried to make the Northern Light 
a force for good in the lives of its read- 
ers. When the head of a _ powerful 
newspaper syndicate offered to buy his 
paper, he was perplexed. Why should 
the owner of the Gazete, a sex and 
seandal sheet with a circulation in the 
millions, be interested in a provincial 
newspaper? 

He was soon to learn why, for his re- 
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fusal to sell out precipitated a desper- 
ate struggle to defend not only his 
property, but his beliefs and the lives 
of the people he cherished. 

In his portrayal of a gentle and good 
man driven almost to madness in the 
unequal struggle, Dr. Cronin has 
achieved triumph. He presents the peo- 
ple who are involved in Henry Page’s 
battle in a warm and human light— 
Cora, a “common” girl with a loving 
heart, who is trying to forget the 
the shameful secret in her past; her 
brilliant husband, David, hauted by his 
own fears; and Henry’s wife, Alice, 
afraid that she will lose her home and 
her position. Set against these helpless 
people are Henry’s merciless adver- 
saries, henchmen of the unseen power 
in London, but powerful in their own 
right. 

As Henry Page struggles for his in- 
tegrity and his life against the terrible 
pressures that are brought to bear on 
him, the reader is caught up in his 
stubborn refusal to accept defeat. And 
as the tension rises, the reader is 
swept along on a rushing tide of emo- 
tions and events, rising to a breath- 
taking climax of the kind that only Dr. 
Cronin can create. 

Little Brown $4.00 
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Answers to Inquiries 





(Continued from page 96) 


to $2.22 a common share on 700,- 
052 shares outstanding. Compa- 
rative results in fiscal year ended 
April 30, 1957 were sales of $83, 
118,545; profit before taxes of 
$949,981; net income of $384,981 
and per share of earnings 55¢. 

Net worth of the company is 
of April 30, 1958 was $15,773.9.,0 
or $22.53 a common share, T ie 
backlog of orders as of April : 
1958 was $45,531,000, comparid 
with $91,435,600 a year earlier 

The shift to missiles from 
manned aircraft has reduced su )- 
stantially the backlog of Solir 
Aircraft. 

Budd Co. has purchased a 14’. 
interest in the company and m:y 
buy more shares. 

Current quarterly dividend is 
25 cents per share. 

For the quarter ended July *i 
1958 earnings were $366,800 cr 
52¢ a share against $640,00), 
equal to 91¢ a share in the like 
quarter last year. Sales for the 
latest quarter declined about 
$6,317,000. END 
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Business Cycles and 
Economic Growth 
by James S. Duesenberry 


This book presents a framework for 
the analysis of the effects of changes 
in the economic structure on the rate 
of growth of income and on the sta- 
bility of the growth process. It ex- 
plains the business cycles of the past 
and, in particular, why the depression 
of the 1930s was so much greater than 
its predecessors. 

The first part of the book is devoted 
to a detailed discussion of what deter- 
mines investment and consumption. A 
separate chapter is devoted to the in- 
fluences of corporate financing on busi- 
ness investment and another to the 
relation of competition to investment. 
There is also a chapter on housing in- 
vestment and housing cycles. These re- 
sults are then used to explain system- 
atically the growth of demand and the 
causes of fluctuations. 

Of interest to all those concerned 
with the theory and empirical aspects 
of the problems formerly dealt with 
in the study of business cycles, this 
pook covers broader issues than those 
in the orthodox studies of cycles. 
McGraw Hill $6.50 
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A Personal Service...For The Investor 
With Securities Worth $70,000 or more 


be he recession has bottomed out! Glad tid- 

ings of a pick-up in numerous companies is 
being welcomed. Yet, drab news of continuing 
slack — even further earnings decline is still 
appearing elsewhere. 


This is truly a time when every security you 
own will require careful reappraisal. 


You will want to sell or avoid issues that 
have now advanced to prices not justified by 
1958-59 prospects — issues that may be hit by 
the increased wave of 1958 dividend casualties 
— companies losing out in the competitive 
race. 


You will want to buy and hold companies 
financially strong with the managerial ability 
to secure a full share of defense orders, pub- 
lic works contracts, huge consumer spending. 
Their earnings-dividend outlook may also be 
brightened as beneficiaries of amazing new 
scientific achievements and_ technological 
achievements. 


With business and security prices in the 
throes of adjustment to new conditions, you 
have much to gain from Investment Manage- 
ment Service—which has successfully aided 
investers in markets of every type to protect 
and build their capital and income . . . looking 
to future financial independence. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, di- 
versification, enhancement probabilities—to- 
day’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous Revisions: 


Definite counsel is given on each issue in 
your account . . . advising retention of those 
most attractive for income and growth .. . 
preventing sale of those now thoroughly liqui- 
dated and likely to improve. We will point out 
unfavorable or overpriced securities and 


make substitute recommendations in com- 
panies with unusually promising 1958 pros- 
pects and longer term profit potentials. 


Close Continuous Supervision of All Holdings: 


Thereafter—your securities are held under 
the constant observation of a trained, experi- 
enced Account Executive. Working closely 
with the Directing Board, he takes the initia- 
iive in advising you continuously as to the 
position of your holdings. It is never necessary 
for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are given, 
together with counsel as to the prices at which 
to act. Alert counsel by first class mail or air 
mail and by telegraph relieves you of any 
doubt concerning your investments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts and 
original research sometimes offer you aid not 
obtainable elsewhere—to help you to save—to 
make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability under the new tax provisions. 
(Our annual fee is allowed as a deduction 
from your income for Federal Income Tax 
purposes, considerably reducing the net cost 
to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enrollment 
you receive our audit of the progress of your 
account showing just how it has grown in 
value and the amounts of income it has pro- 
duced for you. 








he ull information on Investment Management Service is yours for the asking. Our rates are 
based on the present value of securities and cash to be supervised—so if you will let us know 
the present worth of your account—or send us a list of your holdings for evaluation—we shall 
be glad to quote an exact annual fee ... and to answer any questions as to how our counsel 


can benefit you. 











INVESTMENT MANAGEMENT SERVICE 


A division of THE Macazine oF WALL Street. A background of fifty years of service. 


90 BROAD STREET 


NEW YORK 4, N. Y. 





THE 


PRICELESS GIFT 


AN AID 


TO BETTER 


HEALTH! 


BEAUTIFUL FULL-COLOR BROCHURE 
illustrates Niagara's unique body con 
ditioning furniture. For a FREE copy, 
mail coupon today or visit the near 
est Niagara showroom 


NIAGARA, Dept MWS108 Adamaville, Pa. 


Please mail FREE full-color brochure and full 
information on Niagara Cyclo-Massage® 
Furniture. No obligatio 

(please print) 


Name 
Address 
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“I GET THAT GREAT-TO-BE-ALIVE FEELING... 
ALL OVER AGAIN ...IN MY AMAZING NEW 
NIAGARA HEAT AND MASSAGE LEATHER CHAIR” 


These are the words of Executive Vice President, U. V. Muscio, Fedders-Quigan Corporation, 
world’s largest manufacturer of room air conditioners. 
Says Mr. Muscio: “Almost from the minute I sat down in my new Niagara Cyclo-Massage® Reclinin 
Chair . . . and turned on the heat and massage . . . I knew I was being treated to a new experience i 
relaxation. Now I am making daily use of my Niagara chair. Just a turn of the dial provides me wit! 





Oversizea and smartly designed on 
modern lines, the Niagara Chaise Cyclo-Massag 
special mechanism for easy conver- 


Lounge 
ul 


automatically-timed Niagara Cyclo- sion to 
Massage® units. 


the soothing comfort and relief from tension that I need to keep alert during a strenuous da 


. Niagar. 


has certainly made my work days more productive by giving me that great-to-be-alive feeling ...a 


over again!” 


EASES NERVOUS TENSION 
HELPS INCREASE BLOOD 
CIRCULATION LOCALLY 

ENCOURAGES DEEP, NATURAL SLEEP 


The secret of Niagara’s great range in bodily re- 
actions is that you can — poo: f t a flow of heat 
and massage ote to your n as easily as 
you can regulate ‘the flow of neve ook from a faucet! 
On the other hand, the secret of Niagara’s unparal- 
leled effectiveness is that Niagara Cyclo-Massage® 
action is totally unlike the harsh, surface-pounding 
action of furniture with ordinary vibratory mech- 
anisms. Only Niagara’s exclusive Cyclo-Massage® 
action radiates . . . from head to toe . . . in criss- 
crossing waves of horizontal, vertical and circular 
motion . . . through the soft tissues of the body 
as well as bones and joints. 

This is the action which, according to numer- 
ous clinical studies in leading institutions, helps 
relieve nervous and physical tension . . . increase 
blood circulation locall . revive flagging ener- 
gies . . . induce deep, drugless sleep. For free and 
jul information, just fill in and mail the coupon 

ow. 


contains two built-in, 
or sofa—a wond 


body-conditioner either way. 


The Niagara Glide-Out Sofa, with 
two units, has a 


CHAIRS COVERED IN LUXURIOUS LEATHER 
OR SUMPTUOUS UPHOLSTERY FABRICS 


Niagara Cyclo-Massage® Reclining Lounge Chai 
are now available in genuine leather in a wide 
range of lustrous and muted finishes in decorator 
approved colors . .. or in exquisite upholste 
fabrics. Other Niagara furniture — several distine 
tively designed Lounge Chairs . . . modern and 
traditional . . . a Chaise Lounge and a Glide-Ou 
Sofa—is also certain to find a warm welcome in the 
most well-appointed setting. 


NIAGARA THERAPY MFG. CORP. 
Adamsville, Pa. 
IN CANADA: Monarch Massage, Ltd., Fort Erie, Ont 


Beorabeus itagnee Cy clo- M assa; on ARTHUR coneas 
TIME, CBS Radio Network; the JACK PAAR SH d 

TODA a with Dav ve Garroway, NBC-TV; and Den M MeNei 

BREAKFAST CLUB. See your loca! paper for time and stati 


© Niagara Therapy Mfg. Corp. 


Provincial Reclining Chair, with three 
Cyclo-Massage® units, with deli- 
cately carved serpentine detailing, 
and a reclining position length that 
belies its petite upright appearance. 
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